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COVID-19 has had a lasting impact on consumer
needs and behaviors, changing business models and
creating significant new opportunities. More than ever,
innovation is the foundation for digital transformation
and must be prioritized to unlock the potential for post-
crisis growth.

— Jim Marous

Owner and CEO
Digital Banking Report
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Preface

Ffma and Infosys Finacle are proud to present the 12th annual ‘Innovation in Retail Banking' report,
authored by Jim Marous, Owner/CEO of the Digital Banking Report. This report highlights the
top digital frends in the industry that are transforming the way banks operate and how they are
innovating fo engage with customers.

As in years past, this year's edition clearly shows the emphasis on digital transformations. 75% of
respondents listed digital banking transformation as a top three focus area. While banks had
been making efforts to become truly digital enferprises entering 2020, the pandemic-induced dis-
ruption fo business and society this year has only further stressed the importance of digital agenda,
for employees and customers alike.

These digital transformations are being made with one primary goal in mind: improving customer
experience and engagement. 87% of respondents said cusfomer engagement was at the core of
their transformation plans, followed closely by improving use of data, Al, and analytics. Banks
have unprecedented amounts of dafa available to them. Now, it is a question of how they put it
fo use in delivering elevated customer experiences.

Customers are using and experiencing their banks in increasingly digital ways, meaning banks
have fo evolve their delivery to keep pace with digital lifestyles. Respondents believe that a lot of
innovation will fake place in product delivery and channels in the coming years. Further develop-
ment of omnichannel delivery is done with a view fo maintaining or becoming a universal player
that has a digital relationship with all customer segments, according to 60% of respondents.

A maijority of respondents said it is highly likely that innovation in the banking industry will be
led by non-raditional players, notably leading consumer technology companies such as Google
and Apple or digital commerce giants like Amazon and Alibaba. Those companies, along with
fintechs, have crowded info the financial services space with impressive new offerings, with data,
digital, and simplicity at their core.

The pressure from external tech giants and upstart fintfechs means financial institutions have litle
time fo waste. Competition for people’s wallets and attention is fierce. Banks must adapt and pro-
vide the suite of services that younger, more tech-savvy consumers have come fo expect. But using
data fo create exciting and intuitive ways o bank digitally can't be done by simply bolting digital
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fools on to outdated business models. The study underscores the importance of reimagining the
organization culture and business model in today’s environment as opposed to merely using digital
tools and technologies to support digital innovation.

Chart 1:
Top Priorities Through 2021

Many organizations have adjusted their corporate priorities as a result of the pandemic.
Which are your top 3 areas of focus for the rest of 2020 and into 20212

Digital banking transformation

/5%

Improving customer experience

51%

Cost management

47%

Risk management

32%

Driving growth
30%

Advanced technology deployment
21%

Innovation

20%

Operations excellence

19%

Culture development

8%

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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Preface (continued)

We hope that readers of this report will find the insight from all banks and credit unions that par
ficipated both informative and inspiring as they accelerate their digital transformation journeys and
adapt fo our new reality.

John Berry Sanat Rao
Chief Executive Officer Chief Business Officer and Global Head
Efma Infosys Finacle
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Jim Marous

The pandemic ignited the fires within financial services, creafing an
innovative spirit that many organizations only dreamed of before
CQOVID-19. Even in a remote work environment, banks and credit
unions moved faster and took greater risks out of necessity, as consumers
needed ways to conduct financial activities without branches.

As opposed to creating solutions that were completely new, many
innovations simply accelerated the digital transformation activities that
were already underway ... but moving at a snail’s pace. For instance,
many organizations created the digital new account opening and
digital loan application processes that consumers desired — leveraging
outside fools that were readily available before the pandemic.

Despite this focus on innovation during the crisis, our research found
that organizations rated themselves lower in innovation and digital
transformation maturity than in 2019. This was most likely because

other industries moved even faster fo meet the expectations of the digital consumer.

Chart 2:

Change in Banking Industry as a Result of COVID-19
In confext of COVID-19, how do you expect the banking industry fo change in 20212 Select one.

Economic downturn with significant challenges to the banking industry

Economic downturn with challenges outweighing opportunities 26%
Economic downturn with opportunities outweighing challenges 30%

Crisis will create significant opportunities for growth I

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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Letter from Jim Marous (continued)

The question remains as to whether legacy financial institutions can avoid reverting to the outdated
policies and risk-averse culture that inhibited innovation and digital transformation in the past. The
challenge is made greater because the majority of bankers believe the industry will experience an
economic downturn as a result of COVID.

Whether there is a significant economic impact to the banking industry is yet fo be seen, but to
succeed in the digital transformation journey, innovation needs to be part of the overarching culture
within an organization. Not relegated to an ‘innovation lab’ or one or two product groups, innovation
must be encouraged across product lines, with the desires of the consumer taking center stage. More
imporfantly, existing back-office processes must be rethought to avoid simply ‘faking digital”.

This year's Innovation in Retail Banking report is again sponsored by Infosys Finacle in cooperation
with Efma. This is the 12th year of this report, and it is arguably the most important edition, because
of the significant changes brought on by COVID.

As opposed to being a threat fo the industry, the pandemic should be viewed as a once-in-a-lifetime
opportunity that innovation leaders are best positioned to take advantage of. By exploiting the
innovative spirit, focus and teamwork unearthed ot the beginning of the crisis, banks and credit unions
should continue to give their best people the power fo innovate af will, positioning organizations to
be more competitive with the fintech and big tech firms that continue to encroach on fraditional lines
of business.

Those organizations that can maintain the innovative momentum will be in the best position to meet
the needs of the digital consumer and thrive in a world forever changed by COVID.

Jim Marous

Owner and CEQO, Digital Banking Report
Author, Innovation in Refail Banking 2020
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It is my privilege to present the findings of the Infosys Finacle - Efma ‘Innovation in Retail Banking'
report 2020, authored by Jim Marous. This year’s research was conducted under the cloud of @
pandemic that has tested the banking indusiry to the limit and enforced changes that are likely
fo stay.

Ensuring employee safety, fulfilling remote delivery and extending credit lines to help business
clients are consuming banks” attention. At the same time, they also need to allay shareholders’ con-
cerns about declining growth, profitability and valuations. The latter will be especially challenging
given the grim conditions: only 16 percent of survey respondents were hopeful that 2021 would
bring significant growth opportunities.

The only way to balance these competing priorities is digitization at speed and scale in areas
ranging from cusfomer engagement and cost management to business model innovation and
people empowerment. The pandemic seems to have driven home this message; we think it is no
coincidence that banks named digital fransformation, customer experience improvement and cost
management as their tfop 3 focus areas.

However, banks still have miles to go on the implementation front. Asked to describe the stafe of
their organization'’s transformation initiatives, only 7 percent said they had been deployed at scale
and were delivering to expectations, while another 49 percent confirmed they were partially de-
ployed and delivering as desired.

The industry continues to be plagued by old, familiar challenges, such as time and cost of imple-
menfation, systfem infegrafion issues and a legacy technology landscape, which are hampering the
execution of the latest fechnology solutions to meet long and short term needs.

Thanks fo the pandemic, the focus on digital has gone up exponentially. While results from digital
initiatives are still early-stage, the technology options have expanded in the last couple of years to
put forth a number of viable use cases. When it came to technology itself, respondents rafed cloud,
APls and Al as the most impactful. They also seemed to understand these technologies better now.
For instance, 37 percent said that business agility (and not cost saving) was the primary reason for
adopting cloud in their organization.

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.
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Message from

The survey revealed mixed feelings on innovation. Many banks, particularly those with few capital
resources, felt that innovation was a discrefionary investment. Seltperception dipped even further
this year, with only @ percent of banks saying they were innovation pioneers, compared to 14
percent last year. Just 19 percent of respondents felt their organizations were very successful in cor-
porate banking innovation. Overwhelmingly, the view was that other players, such as technology
giants, digital commerce platforms and Fintech firms, would lead innovation in the next 5 years.

This is conceming because innovation is the primary source of differentiation and sustainability in
a business that is becoming more competitive by the day. We believe banks should be looking af
innovating not just products and services but the business model itself. Unfortunately, the majority
of banks — 59 percent — believed that they would continue to follow the universal banking model
even in 2025. Barely 1 in 6 respondents or fewer said they would switch to some type of platform
model by that time.

Now, more than ever, customer-centric innovation needs fo be an important element in the bank-
ing industry’s balancing act, besides customer experience, cost management, and shareholder
expectations. Going beyond survival in the current crisis, we believe it will be important for banks
to have a transformational response to be enabled to capture short windows of opportunities that
will be presented in 2021 and beyond. We hope the insights from this research will be useful in
striking the perfect balance for your respective organizations.

Sanat Rao

Chief Business Officer and Global Head

Infosys Finacle

INfOS)S | MFinacle
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Key Research Questions
and Takeaways

KEY RESEARCH QUESTIONS:

How has the level of innovation maturity changed as a result of COVID?

e What is the status of digital transformation af financial institutions?

® What part of banking is being impacted the most by innovation?

* What are the keys to digital fransformation?

* What are the biggest digital fransformation challenges?

* What fechnologies will have the greatest impact to the banking industry@
® What competition is the greatest threat in the near future?

e What are the biggest differences between ‘innovation pioneers’ and
organizations less dedicated fo innovation?

KEY RESEARCH TAKEAWAYS:

e Despite significant focus on innovation prompted by COVID-related
needs, financial firms rated themselves lower this year on innovation
maturity.

*  While there is an understanding of the importance of digital fransformation,
most firms rafe their efforts as insufficient.

®  Much of the innovation in 2020 has taken place in credit and payments.

e There are 7 keys to digital transformation, with the most important
components being leadership/culture, data and analytics and CX.

e The biggest challenge for firms undertaking digital transformation is
moving from a legacy to a digital banking culture.

*  Mobile technology has had the biggest impact on banking, with cloud
computing and back-office systems being the areas of greatest importance
in the future.

* While big tech firms will not have an inferest in ‘being a bank’, they pose
the greatest threat to legacy banking organizations.

* Innovation leaders consistently have progressive leaders and an innovative
culture which supports efforts throughout the organization.

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.
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Innovation and the Digital Transformation Process

Innovation is one of the key components of the overall digital
transformation journey at financial institutions. To achieve
digital transformation success, organizations will need to
have a seismic shift in leadership focus and organizational
culture. In a post-pandemic world, each organization must
prioritize transformation efforts based on their own business
objectives.

Digital banking transformation involves the infegration of data, advanced analytics, innovation
and digital technology into all areas of a financial institution, changing the way work is done,
priorities set and services delivered. More than just a technological upgrade, digital transformation
requires a cultural change that challenges legacy processes, encourages innovation, and rethinks
all aspects of risk and reward.

The objective of an organization’s digital transformation might be to improve the customer ex-
perience, reduce cosfs, streamline operations, reduce friction, become more agile or increase
profitability ... or any combination of these objectives. In any case, digital banking transformation
will disrupt business models that have been the foundation of the organization for decades. This is
why frue digital banking transformation is so difficult to achieve — it's more than simply delivering
the same product on a new app.

Before COVID-19, every banking organization was talking about digital transformation. In fact,
every organization in other indusfries were doing so as well. But, in the wake of the pandemic,
there is a need to go beyond the “talk” of digital transformation and innovation. As consumer
expectations changed, competition increased. Thus the need to adapt quickly became the norm.

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.
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Innovation and digital transformation has become a matter of survival.

McKinsey data shows that the accelerated shift towards digital channels in banking is likely to
stick, and potentially continue to increase. This not only changes the way fraditional financial
institutions engage with customers, but also the scope of banking options the consumer is likely
fo consider. This is because both fintech and big tech organizations are creating new solutions

geared to the growing digital banking public.

Digital transformation efforts will vary widely based on an organization’s business objectives, tar-
get audience, current digital maturity, organization structure and existing culture. That said, the key

components of digital bank transformation success are:

Become a Data and Analytics leader

2. Enhance Consumer Experiences
3. Foster Innovation
4. leverage Modern Technologies
5. Upgrade Systems and Processes
6. Reskill Your Workforce
7. Align leadership and Culture for Digital Future
Chart 3:
The 7 Essential Components of Digital Transformation Success
Foster Leverage Modern
| ) Technologies
nnovation
Upgrade
Enhance Consumer Systems and
Experiences gs Processes
Become a
Data and Align Reskill
Analytics Leadership and Culture Workforce
Leader for a Digital Future

Source: Digital Banking Report © Efma Infosys Finacle ‘Innovation in Refail Banking Report 2020’
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1. Become a Data and Analytics Leader

Unlocking the full potential of digital banking transformation and innovation requires the use of
data, analytics and artificial infelligence to deliver an exceptional customer experience. Beyond
providing the ability to personalize engagement and improve security and privacy, it has been
found that organizations that inject big data and analytics info their operations outperform their
peers in both productivity and in profitability.

Consumers have come to expect organizations to use their personal information fo create cusfom
solutions. Especially during the pandemic, consumers have become accustomed to the benefits of
Netflix and Spotify using machine learning for entertainment recommendations, Zoom using just a
couple clicks to creafe video engagement, and Google Home or Amazon Alexa using voice for
everything from answering inquiries o simplifying shopping. These same consumers expect their
bank or credit union to use their relationship date, behaviors and preferences the same way ... or
better.

But, advanced analytics and Al should not be a goal in and of itself. These tools should be used
fo support broader strategies. According to Wharton, “Instead of exhaustively looking for all the
areas Al could fit in, a better approach would be for companies to analyze existing goals and
challenges with a close eye for the problems that Al is uniquely equipped to solve.” Some solutions
include fraud detection, supporting innovation efforts and facilitating predictive solution recommen-
dations for customers.

Now more than ever, Al needs to be used to deliver human-ike intelligence across the entire organ-
ization. At the same time, machine learning needs to be used to improve data interpretation — as
parf of the advanced analytics process. The challenge that was found in research by the Digital
Banking Report is that, while financial insfitutions understand the importance of data and advanced
analyfics, /5% of institutions don't consider themselves adept at using these capabilities. In fact, for
most mid-sized and large financial institutions, data and analytics is a major challenge.

Success in the use of advanced analytics, Al and machine learning will be when it is deployed
beyond security and risk and to reduce costs, improve efficiency, and foster innovation. It will be
when organizations use these tools throughout their system to create new products and services
and enhance cusfomer experiences.

y I,I i
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Chart 4:
Digital Maturity of Using Al for the Next Best Action (By Assets)

How adept is your organization in using Al fo recommend next best actions for
marketing to your customers or prospects@

Overall $50B+ $1B- $50B | $500M - $1B | <$500M
ADEPT 4% 21% 2% 3% 1%
MODERATELY 9 o ° ° o
ADEPT 21% 57% 24% 19% 15%
NOT ADEPT /5% 21% 7 4% /8% 84%

Source: Efma Infosys Finacle ‘Innovation in Refail Banking Report 2020

Chart 5:

Organizations Considering Data Analytics as a Major Challenge
By Asset Size

Overall
$50B+

$1B- $50B
$500M - $1B

<$500M

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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2. Enhance Consumer Experiences

COVID-19 shifted consumers’ use of digital technology in
an insfant, creafing more awareness of the potential of digi-
fal apps and creating new digital habits. The infegration of
new technologies, improved use of data and analyfics, the
ubiquity of mobile devices, and new digital apps have enc-
bled consumers to get what they want almost exactly at the
moment they want it.

This has impacted the way consumers bank and the expec-
fafions consumers have around digital solutions and digital
engagement. According to McKinsey, not only have consum-
ers moved away from fraditional physical facilities to digital
options in increasing numbers as a result of the pandemic,
but age is no longer a differentiator for digital preferences.

In other words, digital isn't just for the young anymore.

Chart 6:
Use of Banking Channels Shifted During COVID-19
US branch capacity is down roughly Mobile and online activity continues to
12% since December 2019. increase, with spikes in April.
Network capacity, Index to Dec 2019 = 100
Index to Dec 2019 = 100 30-day users
Branches open to customers Mobile users
Online users
120 110 108

80

60 @5

Dec Jan Feb Mar Apr May Jun  Jul Dec Jon Feb Mar Apr May Jun  Jul

Customers are using distribution channels differently through the crisis; as branches have
closed, use of content center, mobile, and online channels has increased.

Source: McKinsey © Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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Chart 7:

Age is No Longer a Differentiator for Channel Preferences in Banking

Internet/mobile banking preference by activity across age groups,
% of respondents by market

@ Highest observed, % @ Average across 6 markets, % W Lowest observed, %

100% 85 g
o () ’
75
@D >
©®© 0 B 2 57 5
m 0 ¢ n ® @ @
50% 62 64 e . :
1 : |
| 1
@ |
324
[
0%
Age
Groups

Complex or ad-hoc
activities

Everyday transactions Simple needs

Source: McKinsey © Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

Today's consumers expect organizations to know their personal preferences, leverage their relation-
ship insights, and use data from outside sources to provide realime, contextual recommendations.
According to Accenture, 75% of customers admit being more likely to buy from a company that
recognizes them by their name, knows their purchase history, and recommends products based
on their past purchases. In research done by the Digital Banking Report, most consumers want
their financial institution to use their data, yet 94% of financial insfituions can't deliver on the “per-
sonalization promise.”

To meet the needs of a changing consumer, McKinsey believes financial institutions need to re-
assess the function and future of branch networks. This includes 1) optimizing the branch footprint
given the move fo digital, 2) changing branch personnel roles to align with new consumer behav-
iors, 3) building a new omnichannel sales and service model, 4] understanding customer journeys,
and 5) improving crosschannel marketing communications.

3. Foster Innovation

Digifal transformation cannot be achieved without a culture of innovation. As we have interviewed
dozens of founders of disruptive fintech firms and leaders of exciting new digital units of legacy
banks for the Banking Transformed podcast, the first thing they mention is the imporfance of an
innovation culture.

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.
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Innovation and digital transformation are inferlinked and correlated. The organizations furthest
along in the digital transformation journey are also those that are innovation leaders. As was
found during the early stages of lockdown with COVID-19, there is an opportunity when financial
institutions can use digifal to drive innovation and reset the paradigm for both the present and the
future. The threat for those organizations not fostering innovation as part of the digital transforma-
fion process is that fraditional and nonraditional competition is changing the banking ecosystem
by embracing innovation as part of their business model.

When looking at the financial services industry, we need to remember that technology is availa-
ble to all institutions equally, therefore technology, in and of itself, affords no distinct competitive
advantage. Instead, it is the leadership, culture and human component behind the technology and
innovation process that sets firms apart. In other words, digital technologies provide the opportu-
nity for efficiency improvements and improved customer experiences. But, if the people within the
organization lack the innovation mindset fo change current processes and solutions, the technology
will simply magnify flaws within the organization.

When looking at innovation initiatives, banks and credit unions must start with consumer needs.
In other words, any effort must be preceded by a diagnostic phase with in-depth input from con-
sumers around what they expect — knowing that these expectations are shifting rapidly. And, as
opposed fo trying fo hit the center of the farget in a single major change, most organizations have
found that the best way fo improve a customer experience is to make smallerscale changes o
different components of the engagement that can be implemented more easily with rapid iterations
over time.

Remember, as with digital transformation, innovation is not a destination, but a journey that in-
volves evolution over fime.




Innovation in Retail Banking 2020

4. Leverage Modern Technologies

Research discussed in the book The Technology Fallacy: How People Are the Real Key to Digital Transfor-
mation reveals that the human and organizational aspects of digital fransformation are offen more
important than the technological ones. That said, modem technology is still required to digitally
fransform an organization.

In other words, banks and credit unions must deploy new fechnologies info all areas of the busi-
ness, changing the way organizations operate and deliver value to customers. It also requires an
ongoing challenge fo the status quo, with experimentation and an increasing comfort with failure.
The reason for embracing new fechnologies is because the playing field in banking has changed
because of new competitors and a greater awareness by consumers of what is possible as they
order meals from a voice device, engage with others with video, hail a cab with their phone, and
get a home loan in minutes.

Some of the technologies that enable digital transformation in banking include:

* Mobile apps. One of the fundamental changes in the banking industry is the movement from
branch delivery to web and online applications to mobile apps. In fact, many organizations
are foregoing the development of online capabilities, using mobile upgrades to be the fore-
runner fo online improvements. The most progressive organizations are making incremental
upgrades more frequently than ever, focusing on speed, simplicity and user experience.

® Cloud computing. Cloud computing has democratized data collection and increased the
capacity and security of information processing, allowing financial institutions of any size to
upgrade legacy systems piecemeal or all at once. By moving most services to the cloud, banks
and credit unions can move quicker and better manage scale.

*  Automation and Al. More and more functions within banks and credit unions are being auto-
mated and improved with robotics and artificial intelligence. One of the most common uses
of automation and Al is in customer service, where firms use data, analytics and automated
systems to respond to basic inquiries from consumers. This not only saves money, but improves
the standardization of solutions, allowing humans to be used for more important tasks.

* Voice technologies. While still in the formative stage (at many organizations) the ability to per-
form inquiries and fransactions using voice is quickly becoming a differentiator as consumers
become accustomed fo the functionality of Siri, Alexa, etc. Bank of America’s Erica solution is
a leader in financial services.

* Internet of Things (loT). From smart watches fo sensors throughout the home, the potential for
embedded finance is becoming more commonplace. As organizations are looking for ways
to make banking easier, more and more will be done using inferconnected devices that talk to
each other for payments, loans, savings and investments.

e Blockchain. Distributed ledger technology has moved quickly beyond
crypfocurrency and has been used by the financial services industry for
everything from smart contracts to the simplification of loan applications.
A consortium of banks in Canada have even used the technology to give
people more power over the datfa collected by financial institutions.

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.
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e 5G. As digital transformation hits fullspeed, the speed of data processing and cusfomer en-
gagement become more important. Fifth generation wireless (5G) technology will enable ex-
ponentially faster data transmission and uninterrupted connectivity, opening doors for solutions
previously impossible with 4G technology.

5. Upgrade Systems and Processes

The prevalence of legacy systems still hinders most
financial institution’s ability to successfully embark
on a digital banking transformation strategy. In re-
search done by the Digital Banking Report, leg-
acy systems are considered a primary barrier to
fransformation. If an organization is spending 7 5%
of their IT budget on supporting legacy systems,
there is a limit fo what is available for modernizo-
fion.

The good news is that there are many solution
providers that can upgrade sysfems incrementally,
allowing organizations to focus on areas of greatest need. For banks and credit unions to keep
pace with the rapid marketplace changes, many firms are also moving fo cloud computing and
adopting agile principles, which allow for the processing of massive amounts of data and insights
in real times and at a greatly reduced cost.

legacy systems modernization doesn’t happen in an insfant. It is an incremental process that
differs for each organization based on insfitution objectives and anticipated business needs. For
most financial insfitutions, it will involve the infegration of cloud computing, mobile technologies,
advanced analytics, cybersecurity, etc. The goal is to build a flexible infrastructure that can support
existing needs and  future innovations.

Just as important as changing legacy technology, financial insfitutions must completely rethink ex-
isting back-office processes that were created decades ago. These processes transcend the roles
of product development, delivery, sales, markefing, and customer service. It goes beyond simply
using a digital channel to deliver legacy solutions. Digital fransformation must begin and end with
the customer experience and therefore be built from the inside-out.

All existing processes must be rethought from the perspective of digital delivery, which requires the
removal of friction, the contextuality of engagement, and a focus on speed, ease of use, and user
experience.

6. Re-skill Workforce

The skills needed for embarking on a digital fransformation journey most likely do not exist in suf-
ficient numbers in most financial institutions, making talent management and employee reskilling
particularly important. While some of the new skills required can be solved through hiring, banks
and credit unions must consider a longterm approach to growing their talent base using training
and crossfunctional deployment.

Beyond the hard skills required for digital transformation, organizations also must consider the
adjustment of legacy mindsets that will be required, especially as back-office processes and pro-

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.
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cedures are rethought. For instance, how does a tenured product manager expand their thinking
around how a digital deposit account needs to be built or a digital loan application process needs
to be simplified®

Unfortunately, most financial insfitutions are continuing to under-invest in training in a secfor where
the skills shortage is particularly acute. In a relatively short period of time as many as two+thirds of
current employees will need to be skilled to become “digital workers” and “digital makers.”

We also need to realize that the pace of change has created a reality where the majority of chil-
dren in primary school today will work in jobs which do not even exist today. In other words, for
existing workers or those not yet in the workforce, there will be a need to continually reskill and
embrace lifelong learning fo be relevant in the marketplace.

7. Align Leadership and Culture for Digital Future

As mentioned often, digifal fransformation requires more than just updating technology or building
new digital applications. Failure to align the efforts, values and behaviors of leadership and em-
ployees can create friction and risks within an organization.

Alternatively, when leadership embraces the changes that are needed, and supports a compre-
hensive and collaborative effort to advance digital transformation, all efforts to “become digital”
will have a greater chance of success. Part of any successful digital fransformation effort is having
the communication and actions support the efforts at the top of the organization. It also requires
support and buy-in by those in other levels of the organization, including the same middle manage-
ment that has been doing things the same way for decades.

In addition to making the goals of the digital fransformation clear, and how the process will pos-
itively impact corporate objectives and strategies, top management and boards must focus on
communicating the cultural aspects that will help efforts succeed, including fransparency, account-
ability, and a willingness to experiment and even fail.

Despite the uncertainty about the course of the pandemic, the time to act is now. Those
institutions that do so will emerge more prepared to compete in a ever-changing banking
ecosystem, with a stronger value proposition, greater efficiency, and higher profitability.
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Innovation Trends

Genuine digital transformation of banking means reimagining,
not just putting technology lipstick on a legacy pig. This
means building an innovation culture that can move a financial
institution from ‘business as usual’ to a competitive force in
the marketplace. When such innovation gains support from
top management, customer experiences improve, employee
satisfaction increases and revenues rise.

As the banking industry continues to deal with the disruptions resulting from COVID-19, most fi-
nancial services executives say that innovation is now a prerequisite for them to respond quickly
to market challenges and opportunities. In fact, in new research from the Digital Banking Report,
innovation leaders in both the legacy banking and the fintech space agree that innovation must
have a cultural and leadership underpinning for digital fransformation efforts to succeed.

With an innovation culture, financial institutions of all sizes were in a better position as consumer
behavior changed in an instant and where employees were forced to work remotely. In all cases,
those organizations that considered themselves to have the highest level of innovation maturity
thought they were in the best position fo recover from the impact of the pandemic financially, struc-
turally and competitively. This is critical at a time when the banking industry may be under new
financial pressures.

In assessing the culture of innovation,/maturity framework, we asked financial institutions globally
how they viewed their innovation maturity in the areas of data, technology, talent, processes and
measurement. As in 2019, the four stages of innovation maturity included 1) pioneer, 2) fast
follower, 3) mainstream player and 4) laggard.
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Our research found that over the past year, despite investing and focusing more on innovation,
organizations perceived themselves to have become less mature in the culture of innovation, with
a drop of more than a third in the pioneer stage and even a drop in the fast follower stage. This
reflects that innovation may be more difficult for some organizations during a crisis or that there
was an inability to keep pace with consumer expectations.

Chart 8:

Level of Innovation Maturity

How would you describe your organization’s innovation maturity?
(Choose one]

W 2020
W2019

14%
9%

Pioneer Fast Follower Mainstream Player Laggard

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

As was discussed in the article, “Digital Transformation Success
Elusive For Financial Institutions,” while the maijority of insfitutions
understand the importance of being positioned to launch new
products, change internal processes, adapt to changing con-
sumer needs and leverage data and advanced analyfics,
most are lagging the fast pace of digitization and innovation
of finfech and big tech organizations.

As stated in last year's report on innovation, it is very important
that organizations do not use size and structure of organization
as an excuse for not moving forward with digital innovation or
fransformation. With the emergence of fintech collaboration
and digital solution platforms, the cost and disruptive nature
of innovation is less than it has ever been. In fact, some of the
most progressive organizations are smaller organizations that
are agile and flexible in the innovation efforts.

Our Digital Banking Report research found that organizations with the highest innovation maturity
are completely rethinking their business models, leveraging advanced technologies, understanding
their custfomers and members more fully, investing in upskilling and reskilling and achieving higher
rates of growth. As sfated in a report by the World Economic Forum, illusirated below, organizo-
fions are focusing on four major paths to success.
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Chart 9: Innovation Pathways for Financial Services
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Source: World Economic Forum © Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

Innovation Culture Begins at the Top

All financial insfitution executives want their companies to be more innovative. They

watch comparatively young fintech firms and huge tech giants create and market
financial products and services that steal market share and revenues by leveraging
data, analytics and new technology. Research done over the past five years by the
Digital Banking Report finds that corporate culture is much more important than the
size of the company, level of investment, geographic location or even regulatory

environment.
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The question becomes: How can leaders build and reinforce an innovation culture within their
organization? According fo research by Jay Rao and Joseph Weintraub, professors at Babson
College and published in the MIT Sloan Management Review, an innovative culture rests on a foun-
dation of six building blocks. These include resources, processes, values, behavior, climate and
success. Each of these building blocks are dynamically linked.

The research by the professors is aligned with insights found recently by the Digital Banking Report
which shows that increasing investment, changing processes and measuring success is imperative
.. but not enough. Organizations must also focus on the overarching company values, the actions
of peop|e within the organization (behaviors), and the internal environment (climate). These are
much less tangible and harder to measure and manage, but just as important fo the success of
innovation and the ability to create a sustained competitive advantage.

Chart 10:

Building Blocks of an Innovation Culture
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Source: MIT Sloan Management Review © Efma Infosys Finacle ‘Innovation in Refail Banking Report 2020

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.

28


https://sloanreview.mit.edu/article/how-innovative-is-your-companys-culture/
https://www.linkedin.com/in/raoj/
https://www.linkedin.com/in/joseph-weintraub-0300ba1/
https://sloanreview.mit.edu/issue/

Innovation in Retail Banking 2020

Even the best organizations don't excel in every area, but innovative companies always have at
least one or two of the building blocks solidly in place.

* Processes. This represents the flow that innovations take to move from concept to reality. To
succeed, organizations need a process to evaluate, prioritize and fund ideas. Obviously, the
more defined and agile, the better.

* Resources. Beyond funding, resources include the fechnology and people needed to bring
ideas fo fruition. Not surprisingly, having innovation champions is the most important.

® Success. Measurable on many levels (externally and internally), success is a building block
because success funds future innovations. Success also reinforces values, behaviors and pro-
cesses.

® Behaviors. For both leaders and employees, behavior becomes important when needing to
decide between competing innovations and when needing to overcome challenges. During
times of crisis, the behavior of leaders and employees differentiate organizations.

* Values. The values of a company are leaders do/and invest, in more than what they say to
investors. Innovative firms invest more on enfrepreneurship, promote creativity and encourage
ongoing leaming.

e Climate. Referencing the internal work atmosphere — where there is enthusiasm around inno-
vation. Management challenges people to take risks and encourages collaboration as well as
independent thinking.

When evaluating how an organization is doing with their innovation maturity, it is important to ask
people at all levels of the organization since more senior executives tend fo rate their organization
more positively than people ‘in the trenches’. There is also evidence that larger organizations are
more resistant o change. While the very largest banks and credit unions have shown the ability to
spend their way beyond this resistance, mid-sized organizations are tremendously hampered with
the combination of legacy thinking and lack of funding to support other building blocks.

COVID-19 Impact on Innovation Strategies

The banking industry was already under pressure fo fransform their organizations with dafa, ana-
lytics and new technologies in order to betffer compete with nimble fintech players and welHunded
big fech firms. When the pandemic hit, digital banking use escalated, requiring many firms fo
build solutions that were not previously prioritized. “Banks had planned for years for disaster re-
covery if their technology failed, but never planned for disaster recovery if their buildings closed,”
stated Chris Skinner, author, speaker and CEO of The Finanser Ltd.

According to the seventh annual global banking survey conducted by The Economist Intelli-
gence Unit in March, 45% of respondents said their strategic response to the COVID crisis was
fo build a “true digital ecosystem.” This objective of digital fransformation was the top response,
increasing from 4 1% of respondents in 2019. This percentage surely went up as the COVID crisis
continued into autumn.

For the second year in a row, the key driver for change is considered to be new technologies
(66%, up from 42% in 2019), such as artificial infelligence, machine learning, blockchain, the
Infernet of Things (loT) and other technologies underpinned by data and advanced analyfics. This
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highlights the importance of these new fools in addressing the competitive threat posed by fintech
firms and big tech corporations. It also is in response fo what consumers are increasingly expecting
from their financial institution. The increased importance of regulations is in response to the rise in
security issues as more banks and credit unions increase digital offerings.

Awareness of Innovation Need No Guarantee of Success

While most organizations believe they are open to respond to identified consumer needs or
explore new opportunities, many don't provide their teams with the guidance or resources to ad-
equately pursue these opportunities. This challenge became even more acute when teams had to
work remotely ... building new solutions in crisis mode.

The reality is that many leaders want innovation, but they don't want fo alfer underlying processes
or policies. The result: teams that are handcuffed by legacy processes with a fear of taking risks or
disrupting status quo. This is why many solutions simply replicate what was done previously — on
a different channel.

As shown below, the level of success event with traditional products is relatively low. Potentially
impacted positively by competitive pressures, the highest levels of innovation success were seen in
the lending, payments and check (current) account product lines. Still, most organizations did not
give themselves high marks in any product area.

Chart 11: Level of Success with Innovation Strategies

Rate your level of success with innovation in the following areas in 2020 on a scale of 1 fo 5
(where 1 is very low and 5 is very high), based on their level of importance.

lending
40% 36% 23%

Payments (including P2P)
38% 36% 23% 3%

Checking/Current Accounts
31% 39% 27% 3%

Small and Medium Business Services ([SME)
27% 35% AN 9%

Savings
27%

N
oS

39% 32%

Investment/Wealth Management
20% 32% 37% 11%

Corporate Banking
19% 32% 31% 18%

Insurance
15% 23% 36% 26%

® High or very high ® Moderate @ Low or very low @ Don't know

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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Becoming an Innovative Organization

First of all, becoming an “innovative organization” does not require the development of a large
number of “made from scratch” products that don't already exist. In the vast majority of cases, sup-
porting an innovation culture is more about improving current solutions (digitize, simplify, support
across channels) and adopting ideas that are already in the marketplace. In other words, a strong
iteration may be better than disruption of what exists.

Secondly, instead of focusing on areas that are not strong, it is usually best to build on your organ-
ization's strengths. For instance, your organization may already have a number of people who
have an innovative spirit and can lead the innovation process. By providing them the needed
resources fo support the organization’s digital transformation vision, innovation can occur.

Finally, it is usually better fo focus on a few things and leverage their successes into a broader trans-
formation over time. Cultures change very slowly. If innovation has not been supported adequately
in the past, people may show resistance fo this new focus. For best results, leaders should aim for
small vicfories — af least af first. According fo Jay Rao and Joseph Weintraub, “Small successes
will usually trigger a widening circle of improvement. Measurable results are more powerful than
arguments, campaigns and mandates: People change when they see their peers becoming more
productive, engaged and successful.”

Areas of Innovation

When the Digital Banking Report asked financial services executives globally the areas where the
most innovation would occur over the next five years, the delivery of products (channels) was by
far the most popular answer (64%) with product innovation, product use and competition having
much lower responses.

Chart 12:
Area of Banking to See Most Innovation in Next 5 Years 2020 vs 2019

In what area of banking do you see the most innovation taking place over the next five yearse

.m._,

o =

64%

57%

® 2020
® 2019
17%
12% 13% 10% 10%11%
H o 2
[ il
Product delivery Competition/ Product Innovation Producf use Other
(channels) players (new products) (Consumption) (Please specify)

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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Investment in Digital Transformation Strategies

When we asked organizations fo provide the key sirategy areas that will receive investment focus,
70% of organizations stafed that they will be increasing their investment in customer experience
initiatives, followed by channels (69%), technology (66%) and process improvement (59%).

It should be noted, as with much of the research done by the Digital Banking Report, that
while most organizations understand the importance of data and analytics, the investment in
these efforts is not reflective of the importance. This will create a challenge going forward.

Chart 13: Change in Strategy Investment in 2021 ﬁ

Does your financial insfitution plan fo increase or decrease 2
the level of investment in the following in 20212 _9\:
1
Customer experience
70% 23% 2% 6%
Channels

69% 20% A% 7%

Technology enhancement

66% 20% 6% 8%
Process improvement

59% 31% 4%| 6% |
Products and solutions

46% 39% 7% 8%

Advanced analytics/Al/Machine learning

46% 37% 34 14%|

Open Banking APIs
43% 34% % 19%)

Ecosystem development

33% 40% 5% 22%

® Increase @ No change @ Decrease ® Don't know

Source: Efma Infosys Finacle ‘Innovation in Refail Banking Report 2020

How Organizations Will Drive Innovation

While organizations indicated a vast variety of ways they will drive innovation over the next 12
months, the prioritization of how organizations will build, buy or collaborate was exactly the same

asin 2019.

Interestingly, the ‘commitment’ to any of the sirategies dropped from 2019 to 2020, potentially
indicating doubt in which strategy may be the best course in a postpandemic world.
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Chart 14:
Current Banking Innovation Strategy 2020 vs 2019

What is the most referred innovation strategy for your bank currently?

Build a greenfield digital bank

Open bank hub initiatives — %ives customers the option to
connect their bank data with third-party providers

I o
2

Invest in fintech start-ups

Participate in sandboxes to collaborate with fintechs and
other technology providers to fest new propositions

Build a greentfield fintech company
I -
e

Create in-house accelerator/incubator programs

Acquire existing fintechs

12%

P

Closed bank hub initiative solely for the benefit of the bank
I
I 57

Source: The Economist Infelligence Unit © Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020°
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Level of Innovation Success

When we asked organizations to rafe their level of innovation success, it was interesting to see
that organizations were not more bullish in their assessment of innovation across product lines.
That said, these rafings were in alignment with the overall rafing of innovation maturity and digital

fransformation maturity that we measured.

After the pandemic set in, many organizations resef their assessments not against other financial
institutions as much as against consumer expectations and other industries. In other words, the
selfFassessment of innovation took into account the major rise in the tide of innovation across in-
dustries. With PPP small business loan activities, it was not surprising that lending led all product

categories for innovation success, followed by payments.

Chart 15: Level of Success with Innovation Strategies
Rate your level of success with innovation in the following areas in 2020 on a scale of 1 to 5
(where 1 is very low and 5 is very high), based on their level of importance.
lending

40% 36% 23%
Payments (including P2P)

38% 36% 23% 3%
Checking/Current Accounts

31% 39% 27% 3%
Small and Medium Business Services [SME)

27% 35% 29% 9%
Savings

27% 39% 32%
Investment/VWealth Management

20% 32% 37% 11%
Corporate Banking

19% 32% 31% 18%
Insurance

15% 23% 36% 26%
B High or very high B Moderate B Low or very low B Don't know
Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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Digital Transformation Trends

COVID-19 has been a defining moment for digital transforma-
tion. Financial institutions that invested in digital over the past
several years were more prepared to respond to the crisis. For
those organizations that had not invested in digital transfor-
mation, the crisis exposed gaps in capabilities. New research
calls into question how successful these institutions may be in
making the necessary changes.

Over the past several years, the financial services industry began understanding the importance
of digital transformation, as consumer expectations around digital engagement changed, compe-
fition from new digitaHirst organizations increased and the use of modern tfechnologies became
more commonplace. Despite knowing the need to move forward as more digitally adept organi-
zations, most financial institutions still hesitated fo invest in improved data management, analyfics,
modern fechnology, innovation and updated systems.

As COVID-19 took hold, comfort levels and willingness to engage digitally increased across all
consumer segments and within all industries. The urgency for improved digital solufions forced
organizations of all sizes to quickly implement digital fransformation initiatives.

In research recently conducted by the Digital Banking Report, it was found that success with digital
fransformation initiatives has been hard to achieve. While organizations have moved forward with
many strategies to improve digital engagement, most believe they have fallen further behind what
the markefplace expects.

AT
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Importance High for Majority of Digital Transformation Strategies

When financial insfitution executives were asked about the importance of alternative digital trans-
formation strategies, improving the overall customer experience was considered fo be of high or
very high importance by 88% of organizations. The importance of improving the custfomer expe-
rience was followed closely by the need fo improve the use of data, Al and advanced analytics

(76% rated high or very high).

lllustrating the perceived broad scope of digital fransformation initiatives at most financial institu-
tions, the maijority of the other possible digital transformation strategies were each rated almost
identically by financial instfitution executives in the Digital Banking Report research. Innovation agil-
ity, improving marketing and sales, improved efficiency, improved risk management and reducing
costs were each rafed high or very high by roughly six in fen executives.

It is a bit concerning that the need to change the existing business model and transforming legacy
core systems were considered the least important strategies despite research that indicates these
strafegies are of significant importance for fransformation success.

Chart 16: Importance of Alternative Digital Transformation Strategies

On a scale of 1-5 (where 1 is very low and 5 is very high), how IMPORTANT are

these digital fransformation strafegies to your organization in 20212

Improve customer

experience and  [SIYA 10%
engagement
| f data,
mprg\%'s/stiso ong OAI /6% 15% 9%
Enh
innovoﬁonnocéri]ri:r\e/ 66% 26% 8%
marketing orlwrgpsrool\g 63% 30% 7%
Lt 2% 3% 78
Improve risk
management and  [KeIOMA 32% 8%
security
Reduce costs  [iRe]ONA 33% A
SRS 56 31% 13%
Transform legacy 44% 30% 26%

core systems

B High or very high B Moderate B Very low or low

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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Progress Seen in Deployment of Digital Transformation

When asked about the progress of digital transformation efforts, only 17% of organizations sur
veyed indicated that the transformation was ‘deployed af scale’, which was the same level as in
the 2019 research done by the Digital Banking Report. The good news is that 2% of organiza-
fions surveyed indicated that digital fransformation was ‘partially deployed’ compared to only 41%
last year. An additional 20% indicated that their efforts either had ‘limited deployment’ (12%) or
were in the design phase (8%) compared to 27% and 11% respectively in 2019.

As was the case in 2019, the research found that there is a very strong correlation between ‘innova-
fion pioneers’ and those firms where fransformation was ‘deployed at scale’. This finding underscores
that organizations where innovation is a priority are further ahead of peers in the desire fo become a
'digital bank’. These leader organizations also had top management support, were more committed
fo investing in the customer experience and advanced analytics, and were more likely fo measure
results of their efforts. Not surprisingly, these firms had more positive financial results than firms where
digital fransformation was only partially deployed.

Chart 17: Stage of Digital Transformation Achievement

Which of the following options best describes the stage of your organization’s digifal
fransformation journey?

ANSWER CHOICES RESPONSES

Deployed at scale and delivering as desired 7%
Deployed af scale and not delivering as desired 10%
Partially deployed and delivering as expected 49%
Partially deployed and not delivering as expected 13%
Limited deployment, results unknown 12%
Still in design phase 8%
No digital fransformation strategy currently 2%

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

Success of Digital Transformation Still Lacking

It is clear that financial institutions understand the important components of successful digital bank-
ing fransformation. From improving the customer experience fo using data and advanced analytics
for improved personalization, organizations are not lacking in the knowledge needed to know
where to focus their efforts.

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.
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Unfortunately, when organizations were asked about the success of their digital transformation
strafegies in meeting key objectives, results were far from encouraging. As shown below, less than
half of organizations survey had any digital fransformation strategy with high or very high success.
Even then, the highest rated strategy was in risk and security — important, yet not consumer facing.
These results reinforce the reality that more than 6 in 10 institutions surveyed indicated that digital
transformation efforts were only partially deployed.

Of significant concem should be the finding that the lowest levels of success were found in the strat-
egies of fransforming legacy systems (23% high or very high success ratfing), enhancing innovation
(22% high or very high rating), and improving the use of data and advanced analytics {17% high
or very high rating). In fact, 44% of institutions stated that success in using data and analyfics was
low or very low.

Chart 18: Success of Digital Transformation Strategies

On a scale of 1-5 (where 1 is very low and 5 is very high), how SUCCESSFUL has 'b

your organization been with these digital transformation sirategies to date?

Improve risk

management and YA 47% 11%

security

Improve customer
experience and 31% 52% 17%

engagement
Reduce costs [T 49% 24%
mprove moreig IS 49% 25%
] o 43% 27%
e ciiico R 47% 29%
Ry 237 35% 42%
innovoﬁoEnng%?ri:Tf/ 22% 47% 31%
e el o0, D 39% 445%

B High or very high
B Moderate
B Very low or low

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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Top Digital Transformation Challenges

The top three challenges that banks and credit unions face in their digital banking transformation
journeys are the time and cost of implementation (7 1%), systems integration (66%) and legacy
technology (62%). These overarching issues were the top three challenges mentioned in the 2019
research by the Digital Banking Report, with legacy technology and systems integration both drop-
ping by 10% in the number of organizations stating these were significant challenges.

The fourth mostcited challenge was budget constraints this year (58%) which was a similar level
in 2019. The majority of the rest of the challenges had lower levels compared to 2019, with
the challenges of culture and skills each dropping the most compared to last year (11% and 8%
respectively) .

While this is encouraging, other research by the Digital Banking Report indicates that legacy
cultures still must undergo a significant evolution to facilitate the digital fransformation underway.
While budgets are sfill very much in a state of flux for next year, the funding of digital transforma-
fion efforts must keep pace with needs. This is illustrated by the fact that budget constraints were
mentioned by close fo six out of ten organizations.

While progress seems to be occurring with the development of talent and skills throughout the
organization, this is sfill @ major challenge to digital transformation. This relates not just to specific
capabilities, but also to the need for leaders who better understand how tfo integrate new digital
methods and processes into existing ways of working. It is expected that this challenge will only
getf greater in the future due fo the lack of experience in the marketplace.

As organizations take stock in the challenges faced with digital transformation, this list can provide
guidance as to where emphasis should be placed.
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Chart 19: Challenges to Implementing Digital Transformation

On a scale of 1-5 (where 1 is very litle and 5 is very much), in which parts of the innovation and
digital transformation process does your financial insfitution struggle the moste

e
o g
o
Budget constraints e 42%

Deployment of 539, 47%

new fechnology

Culture/structure 529, 48%

of your organization

Lack of skills/expertise | NSYAZ 48%

Evaluating/ prioritizing 529, 48%

new ideas

lack of dato [FTeYA 54%

Market intelligence /keep up

with new ideas in the market

44% 56%

Market adoption of
the new inngvoﬂon 42% 58%
Caining executive sponsorship (o 0
& buy-in fo prioritize innovation 36% 64%
legal, risk or 359 65%

compliance issues

B Much or very much B Litile or very litlle

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

Will COVID Inhibit or Enhance Digital Transformation?

The impact of COVID-19 could easily stall digital fransformation if budgets are cut or skilled indi-
viduals are laid off due to financial challenges. However, the pandemic could also unlock hidden
potential if commitment from fop management is increased due to the realization that digital trans-
formation is a competitive advantage fo reach customers and mainfain operational resilience.

The pandemic has also unlocked the potential to accelerate partnership discussions with fintech
firms and other ecosystem players. This can significantly speed up the digitalization of processes.

The questions will be whether organizations can maintain the focus and momentum that the pan-
demic put on digital fransformation and whether the changes made will be permanent once the
urgency of the current health crisis subsides.
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Get Digital or Die Tryin’

Arficle by: Boris Plantier
Content Strategy Manager at Efma

2020 was without doubt the year of
Covid-19. A year of immense disruption,
with people forced to stay home, conduct
business and life remotely, and wear a
mask everywhere they go. Did all of this
disruption have an impact on innovation in
retail banking? That doesn't appear to be
the case. The result of this study shows that
the big trends remain the same. Banks kept
on moving in the same direction. But now
it appears they are moving faster, as if they
are now more certain of their destination.

No Room for Gadget and Innovation
Showrooms

The 2010s were vyears of innovation
showrooms and labs launched by big banks
to show their customers how innovative they
are. But as flashy as a showroom may be,
were these banks really all that innovative?
The answer isn't so clear. While banks can
welcome their customers with robots and
a virtual reality headset in a breathtaking
space, that is a lot of money and energy
for what amounts to very litlle tangible
improvements for the customer. You need fo
fulfill your customers’ needs, not just satisfy
your ego.

Get Digital or Die

The first need of your customer is to be
able to make all service requests digital-
ly. Going digital or, more specifically, mo-
bile is a matter of survival for banks in a
world where branches are closing. Each
bank must be digital, which means offer-
ing their customers fully remote services,
from customer onboarding to product sales
to customer service. In other words, each

bank should be a digital bank in the world
we live in. And most Efma members have
reached this stage now.

Nevertheless, there is still room for improve-
ment in customer experience and customer
service. Even with the emphasis on digital,
the human touch is still essential. In Asia,
we used fo say that the consumer is king.
That's barely the case in the rest of the
world. Most customers don't expect to be
freated as kings but maybe as friends. Emo-
fional elements, such as trust and person-
al connection with an advisor or advisory
service, account for 40% of investors' per-
ceived value of financial advice, accord-

ing to 2020 Vanguard research.

[
o
[
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B

-
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No doubt it's the same for a retail bank-
ing customer. This means investing in tech-
nology like Al and data in order to better
know your customer and offer him what he
is waiting for at the moment he needs it.
But beyond digital investments, there also
needs fo be investment in people. A moti-
vated, informed employee who is always
available with the best solution for your fi-
nances should remain a key element of any
strategy. Even the biggest neobanks, with-
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Get Digital or Die Tryin’ (continued)

Arficle by: Boris Plantier
Content Strategy Manager at Efma

out any branches to speak of, recognize
the important of cusfomer service. They
have representatives available around the
clock, via chat, and in multiple languages.
The way customer service is delivered has
changed. But its importance has not.

Offer the Customers the Tools They
Really Need

Products will also make the difference in
helping customers improve their financial
health. In each country, banks are selling
more or less the same financial products and
the prices are similar. No differentiation.
Nevertheless, some banks excel in offering
the right products. Products that make
the difference because they are built to
help the cusfomer. One good example is
Commonwealth Bank in Australia. In 2019,
they launched Benefits Finder. The aim of
this product is to help connect customers
with their share in billions of dollars” worth
of unclaimed government rebafes and
benefits.

CommonwealthBank /

"We are determined to help our customers
claim as many benefits and rebates as
possible fo free up money for essential
expenses and reduce their financial sfress,”
said Angus Sullivan, Group Executive,
Refail Banking Services, CBA. Doesn't
he sound like a friend ready to help you?
And in 2020, the bank launched Bill
Sense, a new CommBank app feature
that predicts future bills to help customers,
especially those new to budgeting, to stay
on fop of their finances. That's brilliant. And

couponing and discounts fit very well in this
cafegory foo.

Bradesco did it well in \
Brazil through a partner- ‘(cll\3
ship with Cuponeria, a
local startup, delivering
incredible  discounts  to
their customers right in the banking app.
These kinds of tools are flourishing and open
banking allows you to integrate them rapidly
in your banking platform and offer them to
your customers and show them you are the
right partner to help them save money.

Bradesco

Bank and Big Techs: Banks are not Only
Banks

Neobanks such as N26, Revolut, Klarna
and ZELF are changing the way customers
bank with their exciting apps and brands.
And many tech players are entering the
banking competition, especially in Asia
with brands like LINE, Grab, or more
recently Razer. Banks understand the need
fo change in order to stay ahead of the
game. More and more are launching their
own challenger banks similar to the likes of
N26 and Revolut with amazing customer
experience and design, young and frendy
branding, and services that go beyond
financial services.

The new version of imagin by CaixaBank
is a good example of what a bank of the
2020s should look like. Same for Emirates
NBD’s Liv. Or the Tinkoff super app and
ecosystem. This Swedish app was so much
beyond banking that Yandex, the tech
giant in Russia, decided to buy it for what
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is the first purchase of a bank by a big tech
company.

Again, in Russia Sberbank became Sber,
a tech company and a brand uniting a
universe of services. That's disruptive. A first
step in the concept of invisible banking. It
is a whole new environment: Banks are
becoming big techs, big techs are buying
banks, and sometimes banks and big techs
collaborate. That's what happening in the
U.S. with BBVA USA working with Google
fo offer consumers a digital bank account
through Google Pay. Banks are not only
banks. Deposits are not the only aim. This
fransformation opens the door fo a new
source of revenues but also o impressive
pofential customers’ data portfolio.

Times have changed. The major disruption
of 2020 has only accelerated trends
that were already present in the financial
services industry. As the industry continues
its evolution, the most innovative players

April

that bring true value (which is nowadays
primarily digital) to their customers will be
the winners in the years to come.

Boris Plantier
manages the
content on the
Efma website,
including
inferviews,
arficles, videos
and awards.
Plantier also
manages the
Efma/Accenture
Distribution

and Marketing
Innovation portfal for Efma members and
coordinates the confent for banking and

insurance awards
BAEfma

Boris Plantier

programs.
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Trends in Advanced Technology

Banks and credit unions have been warned for years that
becoming a ‘digital bank’ was essential for future success.
Most understood what was needed — and why — but few

moved aggressively to digitally transform their organizations.
COVID-19 has placed the need for the deployment of advanced
technology in the spotlight. Is the banking industry ready?

During the early stages of the coronavirus crisis, financial institutions of all sizes were in a crisis
mode, reacting fo the immediate shift to digital banking as consumers could no longer access
closed branches or were unwilling to visit those still open. Branch traffic fell by more than 30% in
April and May compared fo the same period last year, according to financial services research
firm Novantas. In addition, up to 40% of consumers expect to visit branches less in the future.

Improving online and mobile banking capabilities is only the tip of the iceberg, however, as most
banks and credit unions reassess their entire technology infrastructure in light of COVID-19. After
years of relative complacency, financial institutions are being forced beyond their comfort zones,
knowing that advanced technology must be embraced across the organization to meet perfor-
mance objectives in the future.

Banking Industry Facing Financial Uncertainty

While it is impossible to defermine what the “new normal” in banking will look like, it will un-
doubtedly be far different than the past. It is sfill unknown how the negative financial impact of
the pandemic on consumers will impact future banking behavior. While we have seen a spike in
digital transactions and in the amount of savings set aside by consumers, it is too early fo develop
reliable trend lines going forward.
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There is litle doubt that the banking industry will face a strefch of economic pressure created by
delayed loan payments, lower fees, narrow margins and increased risk from credit losses. While
government stimulus packages may help, there will still be capital and liquidity challenges.

These financial challenges create a very clear call to action for financial institutions used to doing
business the way it has been done for decades. Banks and credit unions must reimagine legacy
business models and the technology used to serve the marketplace. Speed of change will de-
fermine winners as much as the changes themselves. Being a “fast follower” will no longer be
accepfable.

Advanced Technologies: Now More Than Ever

Most financial institutions are aware of the benefits of modern technology as the foundation for
digital transformation. Unfortunately, most institutions have embarked on this journey only fentatively
up till now for a variety of reasons (funding, culture, talent availability, etc.).

COVID-19 has highlighted that the use of modern technology will be needed more than ever to
combine efficiency with effectiveness. The customer experience will need fo be improved far be-
yond what has been done to date, replicating the experiences delivered by technology leaders in
other industries.

Sales and service models will also need to be revamped at the same time that employees will
need to be retrained for a digital world. Finally, organizations will need to improve detection and
intervention in the areas of credit risk and cybercrime. In other words, digital transformation has
only just begun.

The pace of change in financial service technology implementation has never been faster — and
will never be this slow again. Firms must accelerate their digital banking transformation by becom-
ing digifal fo the core — operating more like a tech company than a fraditional financial insfitution.
In some instances, this will require a change in leadership at the board and C-evel.

According fo research from the Economist Intelligence Unit (FIU) conducted in February and
March of this year, a large majority of financial insfitutions globally (66%) believe modem technol-
ogies such as arfificial infelligence (Al], machine learning, blockchain and the Internet of Things
(loT) will have a significant impact on the banking sector {this is up from 42% last year). It can be
safely assumed that this frend has only increased as a result of the recent pandemic.
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Not surprisingly, regulation around pri-
vacy and dafa protection and capital
66% of banks requirements were seen as major frends
believe new / (42% of respondents mentioned), while

a1 the impact of changing consumer de-
g A gl mands had shown an ongoing drop
for the third consecutive year (24% in

2020).

banking the most by
2025

When the Digital Banking Report
asked a similar question in August of
this year regarding the most important
technologies for the next 12 months, mobility, Open Banking APls, advanced analytics and cloud
computing topped the list. Each of these reflects the impact of the pandemic and the need to sup-
port more advanced digital capabilities.

Chart 20: Most Important Technologies for Next 12 Months

Please indicate the impact the following technologies will have on banking
business in the next year (Scale of 1 to 5, where 1 is very low and 5 is very high

Mobility Y 17% 10%
Open Banking APls |23 25% 11%
Advanced 0h0|ytics/A|/ 64% 299, 14%
Machine learning
Cloud Computing etk 28% 14%
Conversational Bonking 54 209, 17%
(chatbots, voice)
s
Automation (RPA) A i =
Internet of Things (loT) VAR 35% 36%
Blockchain KA 34% 48%
Wearables [P 31% 55%
Augmented Reality [RAZSEVIY 63%

B High or very high M Moderate M Very low or low

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.

48



Innovation in Retail Banking 2020

Success Deploying Most Important Technologies Still Lagging

Similar fo what we found with the success of digifal fransformation, the success financial institu-
fions have had deploying the most important modern technologies falls far below what would be
expected. Some of this failure can be explained by the concern financial insfitutions have as they
view the advances in other industries and by big tech firms.

Of gravest concern is the continual shortfall in capabilities around data and advanced analytics.
While 64% ranked the importance of Al and Machine leaming at the highest levels, less than 20%
of organizations considered themselves adept in using data and Al.

The primary competitive differentiator in the future — and the foundation of any brand'’s overall
growth — will be the experience delivered to the consumer. The foundation of experience, in turn,
will be how well a bank or credit union can use data and insights fo customize and personalize
engagements.

Artificial intelligence [Al) and advanced analytics can be deployed to deliver a seamless and in-
felligent customer experience at any point of the customer journey, resulting in greater safisfaction,
increased relationship value and competitive differentiation in an increasingly crowded marketplace.

The key will be the ability to create personalization at scale and in real time. Customer engage-
ment leaders know that the key o a sfrong cusfomer experience is to behave like a financial
relationship management “concierge,” proactively providing insight to the consumer based on
reaHime financial opportunities or threats.

The entire process must run seamlessly, with minimal consumer intervention required. Over time,
consumers should believe in the decisions being made on their behalf, in much the same way that
they would feel being handled by a financial advisor who treatfs them as the largest relationship
in their portfolio.

—_—
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Chart 21: Success in Deploying Advanced Technologies

Please indicate the level of success of your organization to leverage these technologies o deliver
expected business outcomes (Scale of 1 to 5, where 1 is very low and 5 is very high)

Mobility  ReleyA 37% 27%
Cloud Computing  |PAZ4 31% 40%
Open Banking APls |42 31% 47%
Conversational Bonking 209 4% 54%
(chatbots, voice)
Robotic Process o o °
Automation (RPA) 217 25% 4%
Advanced Oholytics/AI/ 10% 30% 51%
Machine learning
Internet of Things (loT)  AZVA 73%
Blockchain KXY 80%

Wearables IRy YA

[09)
o
o

Augmented Reality M SMIPAL

00
O
>

B High or very high B Moderate M Very low or low

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

From Public and Private Cloud to Distributed Cloud

It seems like just yesterday that banks and credit unions began to rely on cloud computing to han-
dle increasing loads of data. Formerly a technology trend o watch, cloud computing has become
mainstream, with major players AWS (Amazon Web Services), Microsoft, Google Cloud and IBM
dominating the market.

The adoption of cloud computing is still growing, as more financial insfitutions migrafe to a cloud
solution. But if's no longer the emerging technology. By 2022, 75% of enferprise data will be
created and processed outside the centralized data center or cloud, according to Gartner. This
represents an increase from less than 10% generated today.

Compared to a public cloud, that is owned and operated by a third-party cloud service provider,
a distributed cloud provides public cloud services to external locations, with the original provider
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still being responsible for cloud service architecture, delivery, operations and updates.

This provides financial institutions greater f|e><ibi|ity, more dep|oymem options, and better optimiza-
fion for infrastructure, security and compliance. It also reduces the risk of network-related outages.

When we asked financial institutions the rationale for deploying cloud computing, the majority
said either to achieve agility (36%) or for business resilience (14%). Not surprisingly, 24% of or-
ganizations have not yet deployed cloud technology.

Chart 22: Rationale for Using Cloud Computing

What is the PRIMARY rationale for using cloud computing at your organization?

Business agility

We don't currently use cloud computing
Business resilience

Cost savings

Business innovation

Other (Please specify)

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

Open Banking Provides Potential for Revenue Goldmine

Since the onset of COVID-19, most financial insfitutions have been playing catch-up, developing
and updating digital applications, responding to consumer and small business needs for financial
relief and dealing with a work-from-home (WFH) reality. Not nearly enough banking organizations
have been focused on innovation and the development of new opportunities presented by the
expanded digital economy.

One area banks and credit unions need to examine more closely is APleno-
bled opportunities and the potential for Open Banking monetization. While APIs
have the potential to encroach on banking products and services that traditional
financial insfitutions have provided for centuries, there are also opportunities o API

expand offerings that could creafe new revenue streams. Traditional banks and

credit unions could also use APIs to create seamless experiences that would take

years fo develop without third-party partnerships.

Despite the lack of clear guidance from regulators in several countries (including the U.S.), the
threat of not investigating options provided by APls is that fintech startups or large tech firms will
continue to take market share and inhibit organic growth. Taking advantage of new opportunities
during this time of digital transformation also can improve customer experiences as consumers be-
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come increasingly aware of how nonfinancial platforms have made everyday life easier.

Finally, not to be ignored, is the opportunity to serve previously unmet needs of segments of the
population that are better (and more economically) served through new digital applications. With
the potential for some of the costs to be assumed by third parties inferested in reaching these
unique segments, traditional banks can avoid relying only on penalty fees and services charges to
make products viable.

Organizations that do not rethink traditional operating models run the risk of falling further behind
as nonraditional fintech and big fech providers continue to use APls fo power unique products
and platforms. More importantly, with margins razor thin, and operating costs under pressure, all
revenue opportunities must be investigated.

APls threafen to fragment banking products and services that large institutions have owned for
centuries, according fo Capco. It also provides the potential for exciting new services with revenue
opportunities. New banking solutions — with seamless customer experience at the front end and
multiple inferconnected providers in the background — will become the norm in the near future.
Some organizations are already having success with these new models. Both imagine from Caix-
aBank and Liv from Emirates NBD are examples.

Banks pursuing a banking-as-a-platform model can generate value directly or indirectly. For in-
stance, they can generate direct revenues by offering third-party access to the bank’s distribution
network, in return for a fee or revenue sharing. Alternatively, they can generate indirect value by
leveraging the partnership to expand their customer base, lower their product costs or increase
efficiency.

In a banking-asa-service (BaaS) environment, value is generated by distributing financial services
through third parties. As with the banking-os-a-platform model, value can be generated either di-
rectly with fees or indirectly through increased distribution or reduced costs of delivery.

When we inquired about why firms are considering an Open Banking sfrategy, more than a
quarter of firms (27%) stated fo improve the custfomer experience. Another quarter of firms have not
embraced Open Banking yet.
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Chart 23: Primary Reasons for Open Banking Strategy

What are the TOP 3 reasons for pursuing open banking at your organization?

Improve the customer experience (CX)

27%

We aren't currently pursuing open banking initiafives

26%

Join or orchestrate ecosystems

12%

Reduce integration costs

9%
Rapid prototyping of new ideas, reduce time to market
8%
Monetize data or capabilities
7%
Other (Please specify)
6%
Ensure regulatory compliance

5%

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

The Need for Speed: Expansion of 5G Wireless

The 5th generation of mobile connectivity will provide superfast download and upload speeds
as well as more stable connections. The impact comes from the startling improvement of 10X the
speed of 4G connections.

While 5G mobile data networks started to be deployed in 2019, they have expanded signifi-
cantly in availability and use in 2020. Not only are more geographic areas be covered, but new
devices and more affordable data plans will be made available. In other words, 5G has begun
to achieve scale in 2020 and will achieve even more in 2021.

Financial institutions, as well as all industries, will need to understand the business implications of
having superfast and stable infernet access everywhere. The greatest initial impact will be that all
components in the Internet of Things (loT) universe will be able to connect with each other seam-
lessly, collecting and transferring more data than ever. 5G will be also be available over wired
connections, leading to the convergence of fixed and mobile technologies.

The higher speeds will have the potential to improve both the customer experience and bank in-
frastructure. For example, virtual assistants, enabled by increased data processing speeds, will be
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able to provide more contextual recommendations in real time. It will also be possible to increase
the security of communications with improved biometrics.

In addition to the expansion of 5G, WiFi 6 will provide the next generation of WiFi connectivity.
Similar to the impact of 5G wireless, WiFi 6 will provide faster connectivity and processing in
buildings where WiFi is available (workplace, home, coffee shop, efc.). The impact will be speeds
that are 3X as fast as available today.

The Voice Revolution

According fo Statista, over 34
million smart speaker devices were [ .
sold in the U.S. in 2018, with
2019 exceeding 36 million units.
At the same time, smart speaker us-
age is projected to rise at a com-
pound annual growth rate of near-
ly 48%, to include over 76 million
users by 2020.

f/

As more people purchase and
become more accustomed fo in-
feracting with voice devices, the
use of voice search will increase

|
< / g
ey
accordingly. Advancements in Arti- ﬁ
ficial Intelligence (Al) and machine

learning have also made a huge impact on how we inferact with our smart devices.

Successful voice interactions in 2020 and beyond will require brands to go beyond search engine
oplimization terms info the realm of arfificial intelligence and natural language. The expectation
is an infuitive understanding of what a consumer is frying to say. Infegration across platforms and
between branches and a variety of other touch-points is also important fo a successful voice com-
merce strategy. The consumer will assume that the voice technology is seamlessly integrated with
the entire cusfomer journey.

Finally, voice interactions of the future will need to embody the spirit and personality of a brand.
The fone and even the actual voice will need to become part of the brand experience. A switch
from visual fo audio will mean brands will need to consider how to connect customers with a brand
identity that is built around voice and personality.

Throughout history, new technologies have disrupted what was previously in place, creating con-
froversy and stress. In each case, the future of work changed as humans had to adjust to a new
reality. Over the long term, these new technologies of their time redefined economies and sociefies
in mostly beneficial ways.

We are currently experiencing a rafe of technological change in banking and in our total economy
like never before. It is impacting people and socio-political dynamics in ways that were unfore-
seen. Much of this is being driven by the increased use of dafa, Al machine learning, analytics,
loT and digital technologies in ways that feel like science fiction.

And because of the advent of 5G wireless systems and higher speed WiFi, the technological
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change is coming faster than most are prepared for. This will require an adjustment in the culture of
most financial institutions as we redefine work and the interactions between humans and machines.

Some organizations may opt to 'ride out the storm’. UnfortunoTe|\/, when the storm seftles dovvn,
much of what was remembered from the past will be forever changed. The survivors will be those
organizations that ook proactive action to embrace change, take risks and disrupt existing busi-
ness models.

Blockchain Technology: A Difficult But Important Transition

While we listed blockchain as a technology frend to watch in 2019, the banking industry was
slower than expected to embrace the potential. Many had hoped 2020 would be different. To
be sure, there is still caution surrounding blockchain initiatives, due fo issues such as regulations,
scalability and inferoperability. That said, significantly more blockchain tests are occurring in retail
and corporate banking due to the ability to improve frust, provide transparency and potentially
lower costs, reduce fransaction times and improve cash flow.

The inifial forays info blockchain will most likely be centered on remittances, KYC/ID fraud preven-
fion, and risk scoring. Even with the benefits, financial insfitutions will need a significant evolution
in culture, since the use of blockchain requires frusting between different organizations, with collab-
oration and the sharing of dafa. This has been a stumbling block for many organizations.

The Future of Work: Rise of the Human

Wait, how can the ‘rise of the human’ be a technology trend in
banking? We have all heard the doom and gloom scenarios for
massive human displacement caused by technology and automa-
fion, including Robotic Process Automation (RPA|, arfificial infelli-
gence and machine learning. Many have predicted the elimination
of millions of jobs from the banking industry ... and several mass
reductions in staff have already taken place.

That said, automation is also expected to create new jobs and en-
hance human skills and expertise. Not the same jobs that existed in
the past, but reconfigured and redesigned jobs, that move people
from middle-income routine work to employment that will emphasize
creativity and enhanced thought processes that will improve the
performance of digital technologies.

The challenge for banking leaders will be to find and/or train the needed talent and to integrate
and make the most of both kinds of labor (digital and human). The biggest change when it comes
to this labor fransformation will be the pace of change itself. The required skill upgrades and work-
force adaptations will occur faster than any organization can handle alone. This will increase the
use of outside partners and collaborations to move at the pace of digital.

According to €10, "Human and digital labor will increasingly coexist. Company leaders from the
C-suite and the [T team fo HR professionals will need to work to provide a productive infegration
of both aspects of labor — to make the most of both and take advantage of the benefits of digital
fransformation, including reduced risk, increased efficiency and lower costs.”
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Leadership Drives Technology Priorities

Even before the coronavirus pandemic CEOs were challenged by a expanding list of priorities.
While most financial institutions were experiencing unparalleled prosperity, leadership understood
the need to digitally transform their organizations with modern technology. The challenge was ...
few boards or CEOs understood technology.

Now is the time fo increase the prominence of the CIO and technology functions to a level requi-
site for change. No longer simply a support function, there must be integration and collaboration
between the technology areas of the financial institution and all other areas and functions of the
bank or credit union.

More importantly, financial insfitutions need fo recruit the right talent fo support the modern tech-
nologies required and refrain existing teams to deploy against the new digital model. These new
and refrained teams will also need to have the tools required to deploy results quickly with agile
working methods.

According to McKinsey, “The potential for fechnology to deliver winning business capabilities
and change a company's fortunes is simply too great for CEOs not to lead technology’s infegration
with the wider business. CEOs who actively influence and shape their companies’ technology
functions can position their companies for greater success in an economy where digital savvy is
at a premium.”

The question becomes — Which firms are prepared to use modern technology fo digitally fransform
their organizations?
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Competitive Trends

The COVID-19 crisis has become a pivotal digital
transformation moment for banks and credit unions. Many
banks and credit unions have taken this once-in-a-lifetime
opportunity to move forward quickly on digital initiatives that
were on the back burner. At the same time, many fintech firms
are being challenged by a drop in venture capital funding. The
gap between progressive legacy banking firms and fintech
offerings may have narrowed.

The COVID-19 crisis highlighted and amplified the gap between what consumers expect
their financial institution to provide and what many traditional financial insfitutions were able
to deliver. Many financial insfitutions were not prepared to open new accounts without a

visit fo the branch, and even more organizations could not facilitate small business Paycheck
Protection Program (PPP) loans without significant friction. Some institutions even struggled with
personalization of messages and adjustments fo policies related to direct deposit of benefit
checks.

The good news is that many organizations have worked overtime to fix many of the customer
facing issues related fo digital banking capabilities and have given indications that back-office
initiatives have increased in priority since the COVID-19 shutdown.

With organizations in all industries working to provide hyperpersonalized digital experiences,
there has never been a more dramatic call to action than what has occurred during this
pandemic. Coming out of this crisis, there will be much more clarity as to which organizations
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embraced the digital fransformation process and which firms continued to “fake digital” — only
making iferative changes to respond to shortterm needs.

As was the case last year, challenger banks are seen as another formidable competitor, reflecting
the ongoing growth of firms like N26, Starling, Monzo, etc. The threat from nonintech and
incumbent banking firms were seen as least threatening.

Chart 24:
Reasons Why Consumers Use Services From Fintech Players
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Source: Capgemini © Efma Infosys Finacle ‘Innovation in Refail Banking Report 2020’

Coronavirus Impact Realigns Digital Rivalry

A major change in the competitive structure of banking has also occurred as a result of COVID-19.
Several financial institutions have narrowed the gap between the experiences delivered by o
select few fraditional financial institutions and the experiences of fintech and big tech providers.
This journey to “becoming digital” is not complete at any traditional bank or credit union, but the
importance of the journey can no longer be disputed.

According to the World Fintech Report 2020, published by Efma, if financial institutions want to re-
main competitive, they must become more customercentric, agile, and innovative. And they must
embrace the open banking opportunity that increases the role of financial services organizations
in a consumer’s life. This will require changes in corporate culture, business plans and perspectives
of collaborating with non-raditional financial insfitutions.
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Chart 25:
Competitive Strengths of Bigtech and Fintech Players
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Source: Capgemini © Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

While the collaboration between traditional financial institutions and fintech firms had not always
resulted in the desired results, this dynamic has changed. The prosperity experienced by both tradi-
tional banks and fintech firms before COVID-19 caused inaction by both sectors. Traditional banks
weren't feeling any financial pain that required immediate action, and the flow of venture capital
to fintech firms was unabated. If urgency leads fo action, both traditional banks and fintech firms
have a lot more incentive to partner now than before COVID. The World Fintech Report 2020
found the following pre-COVID pain poinfs:

Only 21% of banks say their systems are agile enough for collaboration.

Only 6% of banks had achieved the desired ROI from collaboration.

70% of fintech firms don't culturally or organizationally see eyefo-eye with their bank partner.
More than 70% of fintech firms say they are frustrated with the incumbent’s process barriers.

Half of fintech firm executives say they have not found the right collaborative partner.

“The world has changed dramatically over the last couple of months. For traditional banks, this will
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franslate info an even greater need for digital experience through further collaboration with fintech
firms. It is now essential for incumbent banks to consider them not only as formidable competitors,
but as necessary partners of choice to meet changing consumer expectations,” stated Anirban
Bose, CEO of Capgemini’s Financial Services SBU. “Inventive banks with the willingness and
capabilities to collaborate at scale and industrialize innovation are most likely to prosper within the
shared [Open Banking] ecosystem.”

‘Being Digital’ is More Than Skin Deep

The difference between most big tech and fintech digital financial offerings and those from the
majority of legacy financial insfitutions is that digitalfirst organizations build digital experiences
from the inside out. More than just a pretty mobile app, the design of digital experiences begins
with making sure the flow of processes and engagements are seamless. COVID-19 served as an
event that highlighted the difference between simply presenting a false digital facade and truly
building a digital experience.

Chart 26:
Excellent CX Requires Both Back Office & Front Office Improvements
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Chart 27: Primary Business Model Anticipated by 2025
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Source: Efma Infosys Finacle ‘Innovation in Refail Banking Report 2020

According fo the World Fintech Report 2020, financial institutions must prioritize middle- and
back-office transformation to be successful. Rather than building from within, they recommend
building colloborative relationships with those firms that have already built and fested strong digital
engagement fools and services. According to Digital Banking Report research on the state of digital
fransformation, many fraditional financial institutions already

knew what was needed, and how this could be achieved.

Many organizations simply hesitated to “pull the trigger” due
fo a business as usual mentality. This created an overall bad
experience during the “last mile” of the customer journey. The
need fo change was highlighted in the Capgemini report that
found that consumers didn't feel like they received a personal-
ized relationship (50%) or couldn't make directdebit payment
on several merchant sites (60%.). Many younger, tech-savvy
consumers were also frustrated with the narrow range of prod-
ucts and services offered by their primary traditional bank.

COVID-19 Opens the Door for Open Banking

While offering the current array of services in a much more
digital manner maximizing both back-office and frontoffice
user experiences, design principles have quickly become the
minimal level of commitment for traditional financial institutions
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fo survive. In the longterm, the industry cannot stop there. Now more than ever, traditional and
non-traditional financial firms must look towards building engagement platforms that can bring
synergy fo both financial and nonfinancial lifestyle improvement tools.

The World Fintech Report 2020 found that leading collaborative financial institutions had both
a dedicated and autonomous startup-partnership team as well as an innovation mentality that
allowed for expansive new ideas and a willingness to ‘fail quickly’. As highlighted often in this
report, the leaders in financial innovation were committed at the very top of the organization to an
innovation culture, invested more heavily in this commitment, experienced a higher level of custom-
er safisfaction and were using more forms of advanced technology than innovation “fast followers.”
These firms also were not shy about collaborating with fintech firms.
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Chart 28:
Legacy Bank Journey from Integrator to Open Banking Orchestrator
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“Traditional banks are at a critical juncture. They must embrace [Open Banking] or risk becoming
imelevant,” said John Berry, CEO of Efma. “In order o keep up with everchanging custfomer ex-
pectations in foday’s markefplace, incumbent banks must fransform info [innovative organizations]
with collaborative support from qualified fintech partners.”

Competition Continues to Place Pressure on Legacy Banking

When we asked financial institutions what areas of banking will be most impacted by outside
competition, payments, mobile wallets and |ending were the most mentioned. In fact, the entire
list of services mentioned were in the same order as in 2019, with only modest changes in the

amount of impact mentioned.
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These areas of traditional and digital banking have already been disrupted by non-raditional
competition. In fact, many believe the battle for payments may already be lost.

Chart 29:

Business Lines Under Most Competitive Pressure Over Next 5 Years

In what business lines do you expect emerging competition to have a significant impact on
revenues and profitability over the next 5 years? (Scale of 1 1o 5, where 1 is very low and 5 is
very high)

B High or very high impact B Moderate impact Il Low or very low impact

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

When we asked which type of challenger would be of most concem, consumer fechnology
companies continued to be considered the primary threat, with just slightly lower numbers than in
2019. leading digital commerce platforms were rated at about the same level of threat as was
the case last year. Smaller fintech organizations and challenger banks were seen as lower threats
in 2020, with incumbent banks seen as greater threats than in 2019.

Much of this fear of any challenger organization is based on the ability of these firms to provide
highly personalized financial services on digital devices using modem technologies. It continues
to get down to the application of data and analytics and the leadership of these organizations.
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Chart 30: Most Innovative Banking Ecosystem Players Over Next 5 Years

Which of the below players will be leading innovation in the banking indusiry over the next 5
years? (Rafe on a scale of 1o 5, where 1 is very low and 5 is very high)
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Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

Skills Gap Becoming a Bigger Threat

As the COVID-19 crisis has evolved, the banking industry has needed fo rethink strategies around
how to get work done and how to serve consumers. After years of a slow but steady digital banking
fransformation, the pandemic catapulted the industry info the future of work almost instantaneously.

Banks and credit unions had to adjust to a work-from-home workplace that placed a premium on
the ability for employees to be flexible, collaborative and innovative. More importantly, COVID-19
highlighted the imporfance of new skills that integrated humans with advanced fechnologies.

In research conducted by the Digital Banking Report (free access), it was found that the adaptability
of the workforce to remote work created new opportunities for knowledge-sharing across depart-
ments and functions. It also revealed talent gaps, where existing roles may be threatened, and
new fraining will be required. Finally, the research revealed that technology will most likely not
replace humans, but will augment their ability to reduce costs, create customer value and improve
job satisfaction.
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The research that included responses from close to 300 financial services industry executives
found that:

* While there were work{from-home challenges initially, many of these challenges have dimin-

ished from April fill May.

e 81% of financial insfitution executives believe there will be greater remote working opportuni-
fies in the future.

e /2% of banking executives believe there is a moderate or significant skills gap threat.

e 75% of respondents feel there has been minimal or no progress in upskilling for digital or
technical needs.

The vast majority of banking organizations have not leveraged technology to help employees im-
prove the customer experience. While it is sfill impossible to know what the ‘new normal” will be,
it is clear that it will be far different than what we remembered just a few months ago. The most
successful organizations will be those whose leadership adjusts to the changes that have occurred,
but remain flexible fo the possibilities ahead.

Over a period of only a couple months, entire workforces were required to familiarize themselves
with digifal fools which never were needed in a fraditional work environment. At the same time, finan-
cial institutions were required to connect with customers using mobile apps, online tools and digital
engagement capabilities that were foreign to many.

The impact of these changes was felt most by the employees who had been with their financial in-
stitution the longest or were in areas of an organization that had not adjusted to recent marketplace
realiies. Many financial instituions responded to internal and external digital needs with midferm
solutions, understanding that significantly more is needed.

The impact of COVID-19 has forced banks and credit unions to quickly assess the digital competency
of their teams, while looking to internal training and the marketplace to provide longer ferm solutions.
This comes at a time when every industry is looking to address a massive digital and technology
skills gap.

The research from the Digital Banking Report found that 72% of financial services executives believed
there was either a moderate (37%) or significant (35%] skills gap. Less than three in fen thought there
was on|y a minor or no threat.
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Chart 31: Most Financial Institutions See Threat From Current “Skills Gap”

What level of threat do you believe finding and training employees for a mix of soft, technical and
digital skills is over the next 5 years?
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As found in research conducted before COVID-19, despite a recognized threat around digital and

technical skills, only 3% believed significant progress was made by their organization in address-

ing the skills gap, with 75% believing minimal or no progress has been made.

Chart 32:
Many Financial Institutions Unprepared for Bridging Skills Gap

How much progress has your organization made in establishing an upskilling program that
develops a mix of soft, technical and digital skills?
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Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’

© 2020 Efma and EdgeVerve Systems Limited. All rights reserved.

68



Innovation in Retail Banking 2020

The biggest risks fo not having employees adequately trained were thought to be a lack of inno-
vation or digital fransformation 58%, with 53% believing the customer experience would be neg-
atively impacted and 44% stating that growth targets would be missed. Not surprisingly, between
April and May, each of these negative impacts grew in importance.

Finally, when asked what strategies would be used to close the digital and technological skills
gop, financial insfitutions were expecting fo rely on internal training and re-skilling (47%), hiring
from competitors (42%), or parinering with a solution provider (38%).

Chart 33: Fls Will Address Skills Gap From Internal and External Sources

Which of these are the most important to close a potential skills gap in your
organization? (Pick 3)

Hiring from competitors 42%
Partnering with solution provider 38%
Use of part-time or contingent worker 36%

Hiring from outside my industry 34%

Providing financial support for personal o

growth initiatives 24%

Building pipeline from 14% Source: Efma Infosys Finacle ‘Innovation in Refail Banking

education organization

Report 2020’

It’s About the People

If anything is clear after this crisis, it is that the people in the organization are more important to the
future of work than ever before. In a digital world, leaders and employees who are not prepared to
embrace change and take ownership of the skillsefs required to compete in the future will become
less valuable and will be replaced.

leaders must guide organizations and employees to be prepared for changing business require-
ments. Self-development will become more important for personal and professional growth, since
organizations are not prepared fo provide all of the skills training required. There is no looking
back to a preCOVID world or to believe that a postCOVID world will only be an evolution of
what we had before.

Being a "fast follower” is no longer a viable strategy for people or organizations.
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Insights from Innovation Leaders by Jim Marous

There is no set rule book for innovation leaders, or a single
path leaders take to create new solutions or companies.

But, there are similarities in their personalities and |@j

passion. Innovation leaders create enthusiasm around
them, and motivate others to follow their lead. Here are
some excerpts from Banking Transformed interviews that
reveal how innovation culture is created and sustained.

While interviewing innovation leaders from around the world for my Banking Transformed pod-
cast, | tried to explore the different strategies small fintech firms and large banking organizations
used to build innovation as a foundation for growth. | discovered that the key to being an innova-
fion leader was complete organizational integration, where support of the process started af the
top ... and permeated the entire organization.

For fintech firms, the process is often easier, because the size of the organization was smaller,
and the mission of the organization was to build something different from what was already in the
marketplace. In most cases, the vision for innovation came from the founder, so the culture was
esfablished from the outset — from the top down.

For larger, legacy organizations, where | interviewed the head of a new entity within the organ-
ization, the passion for innovation was still paramount, as was the strong focus on what the unit
was infended fo achieve. In each instance, the digital unit (and the leader) were fully supported
by the leadership of the larger organization. In other words, the new part of the larger legacy
organization was not an ‘innovation island’, but clearly part of an overarching mission within the
legacy bank to be an innovation and digital fransformation leader.
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The following are excerpts from some of my favorite Banking Transformed interviews, where |
discuss the innovation process, how an innovation culture is achieved, how passion and focus is
sustained over time, and the challenges that are faced. The innovation leaders include:

¢ Daniel Schreiber, CEO and cofounder of Lemonade, Inc. Schreiber shares how arfificial
infelligence, behavioral economics and a focus on transparency and purpose have been used
to disrupt the centuries-old insurance industry.

e Dustin Cohn, Head of Brand and Marketing over Consumer and Investment Management
for Goldman Sachs and the Marcus brand. Dustin discusses the building of a new digital
banking brand within a legacy financial firm and the mission of creating a unique cusfomer
experience.

* Henry Ma, executive vice president and ClO of WeBank. Ma reveals how WeBank became
the largest digital bank in the world and their mission of delivering financial inclusion at scale
by leveraging Al, blockchain, cloud computing and big data.

e Jay and Luvleen Sidhu, cofounders of BankMobile. The Sidhus explain the recent moves by
BankMobile to become a digital platform provider and how a relatively small regional bank
can creafe a digital banking leader.

* Benjami Puigdevall, CEO of imagin, a digital lifestyle platform created and supported by
CaixaBank. Benjami discusses digital transformation at CaixaBank, the importance of an
innovation culture and the development of imagin.

e Colin Walsh, founder and CEO of Vare Money, Inc. \Walsh shares why Varo pursued the first
national charter in the U.S., the benefits of being a mobile-only bank, and how fo gain scale
in an industry that may already have foo many players.

e Jayesh Patel, the head of Liv, the first digital-only lifestyle bank from Emirates NBD. Jayesh
explains the digital fransformation process at Emirates NBD, the importance of an innovation
culture, and the development of a challenger bank within a legacy banking organization.

e Scott Case, the ClO of Truist. In the inferview, Case discusses the status of the hisforic merger

between SunTrust and BB&T, the role technology and innovation has played, and the impact
that COVID-19 has had on the intended results.

To listen to the full interviews, visit the Banking Transformed page on The Financial Brand or
subscribe to Banking Transformed on your favorite podcast app.

As an innovation leader, do you need to come from the industry
you're disrupting?

Schreiber (Lemonade): VWe tried to think about new areas of the economy that
were left relatively untouched, relatively neglected, by the transformation of the
digital era. With insurance, we encountered a space with huge opportunity
... dominated by players who were founded during the industrial revolution.

We said, “If we really want to engage in first principles thinking, if we want fo
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iry and reinvent the way things are done, then it's best that we not know how they are done.” It's
the knowledge curse. Once you know, it's hard to unknow. Let's milk our ignorance for all its worth
in order fo try and rethink things from scrafch.”

We thought through what kind of insurance company we would like to inferact with as consumers.
Why did people not frust their insurance company? Why do people hate the paperwork and
the faxes and the bureaucracy in the processe And, we built something kind of from scrafch —
sketched it out on that board. lemonade today bears more than a passing resemblance to what
we skefched out those five years ago on the board.

Dustin Cohn (Marcus): Instead of starting with what we knew, we started with
a blank sheet of paper. We did not have legacy technology, we didn't have
any legacy products, really no legacy internal organization to deal with, and
we fried fo think with a very open mind. And, at the end of the day, we wanted
fo leverage consumers to help us build Marcus,

It was through the lenses of the consumer that helped lead the build of the lﬂ
brand.

Having people from multiple backgrounds created a unique combination. I's the unique blend that
allowed us to think out of the box.

Do you think culture overall is the biggest hindrance to moving an organization from
legacy process to a digital process?

Schreiber (lemonade]: To begin with, most executive teams are wrong. These are people who've
been groomed for 30 years for legacy preservation, when what is really needed is business
fransformation. Often, the shareholders are also wrong. You've got a class of shareholders who
just want their 5% dividend year in, year out, with low volatility. They don't want you placing big
bets on technology and transformation. So that means that your board of directors is wrong. Every
element of the business is wrong.

How do you create an innovation culture?

Puigdevall (imagin from CaixaBank): There must be a strong commitment from
the top management of the bank, because innovation and the use of technol-
ogy fo enhance the relationship with the client is in the DNA of CaixaBank.
Of course, this commitment has to be consistent and has to be stable. If's not a
matter of what's in fashion. I think that's very consistent in the last 20 years — the
strategy of how fo use technology to create new services.

In addition, in the year 2000, the bank decided to create a subsidiary that

would focus the talent and the resources to develop a digital business. This

was a kind of spin-off, with very digital oriented falent to execute the strategy of using fechnology
to enhance digital services.

Dustin Cohn (Marcus): A key ingredient is the mix of people. VWe have about a third of our em-
ployees on Marcus by Goldman Sachs from Goldman Sachs itself. VWe have about a third of our
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employees from consumer finance outside of Goldman Sachs, who can bring best practices across
the industry and across different organizations. And then, about a third of us, like myself, come
from outside financial services completely. We can bring best practices from completely different
industries.

And certainly, a leadership team from within the parent organization and within Marcus that is
committed fo innovation and delivering the best refail consumer experience.

“The biggest hindrance to innovation and technology growth is
legacy culture” — Daniel Schreiber, Lemonade

Jay Sidhu (BankMobile): You got fo have a vision. If you don't have a vision of
what you're trying to achieve, you're not going fo have innovation ... you will
just have incremental changes. Then you must decide how to use fechnology,
the changing trends, the customer behaviors, the regulatory environment, efc.
and creafe a passion for execution. If you have all these four things, you will
creafe a very successful innovation culture.

Colin Walsh (Varo): Sometimes it's about blending people that are just wired
very, very, differently. They should be wired around consumer centric design
and iteration and agile mentality and how you use data and tech to drive a consumer business.

That's what motivates us, and what brings us together, and it's kind of bound by that common pur-
pose. It is a litfle bit of a petri dish of taking people that just see the world through a very different
lens, and getting them to collaborate effectively and focus on the bigger picture.

Scott Case (Truist): It's super important to have leadership that understands the
imporfance of things like design thinking, client experience, client in the mid-
dle, in this emergence of ecosystems and parinerships that we have to tap info
and have the capabiliies to meet the client’s expectations. If's sefting the vision,
and then having the courage fo go get it done.

Then lastly, it's our purpose. | think we constantly take the compass heading
on client input, our purpose, and that's how we set the vision and then we go
execute.

Jayesh Patel (Emirates NBD Liv): In my view, 60% of innovation culture comes
from the board and the executive team. If you look at the Emirates NBD exec-
utive team, they've been huge sponsors of innovation from the start. They have
not only allowed us, but they've inspired many of the people in their team to do
more. | know a few organizations that have fried it and unfortunately, haven't
seen as much success.
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How important is simplicity in innovation?

Puigdevall (imagin from CaixaBank): Simplicity is of utmost importance. This is something created
by the pure digital players who changed the way to develop and to offer totally digital services.
Today, simplicity is always key.

The imagin platform is an example of simplicity in a banking value proposition. CaixaBank has
hundreds of different products to offer to the whole database of clients. imagin has only two, or
three products of each category. So that means simplicity makes decisions for the client easier and
this is very powerful fo generate engagement with the client.

And the one click capability is always very important, but probably more difficult fo execute than
simplicity, because it depends on the system — the legacy you have and your IT capabilities. It's
something we always keep in mind when defining new services.

Henry Ma (WeBank): It is the customer experience that our target segment
would expect from services like ours, because they are very much used fo the
mobile and digital experience. Everything must happen in a few clicks away
.. in real fime.

The big data technology that we have adopted, and also the credit model that
we have prebuilt, allows a customer to apply for credit, and receive a funds
from us, in less than five seconds. In fact, five seconds is the commitment that
we give fo our customers.

Similarly, when a cusfomer is trying to do a drawdown, if's also only a few clicks away and the
money will go out of the bank within a second. Since it takes a while for the receiving bank to pro-
cess the transaction, our customer will be able to see the fund in their account within a few minutes.

What is the biggest challenge to creating an innovation culture?

Luvleen Sidhu (BankMobile): Change is hard. In a business, it's no different. It's
easier to go the course that you're going than to pivot. | think that even a disrup-
for has to be careful. No one can become complacent. Organizations need
fo keep thinking and reflecting on what changes need to be made, because
change never stops. Organizations all have to continuously have this paranoia
— but a constructive paranoia — where they stay on their toes and keep thinking
about where is the industry going.

Henry Ma (WeBank): A challenge was that we had a limited budget from the very start. VWe
learned it was important that, to be successful in the long term, it's important to think big ... but
also be able to start small.

It's also about having the right blueprint in mind, but being able to start humble, start small and
scale up iteratively.

Jayesh Patel (Emirates NBD Liv): If needing a digital proposition is done as a ‘tick box’, you're
likely going to fail. When we did it, we didn't come out and say, “VVe want a digital bank.” Ve
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went out and said, “look, our customers are changing. What is it they wante” Maybe the answer
wasn't a digital bank, but in our case, we believed it was.

Scott Case (Truist]: The biggest challenge has been we have 60,000 plus or minus teammates and
we had fo bring two companies together ... and it's a human endeavor. When you think about the
need to get the alignment all the way at the top of the house, as well as to every single one of our
teammates and pariners and vendors, it's tough at times.

And then the focus needs to be on driving positive client experiences.

How do you get employees committed to innovation?

Colin Walsh (Varo): It's about hiring the right people. If you have people who
care deeply about what you're doing, they're going to put their all info it.

And, | say offen that | like to hire missionaries, not mercenaries. And | want
people that believe in what we're doing, because | believe in it. This is why |
started the company in the first place. And you can really feel it when you meet
people at Varo, | think there is a real consistent sense of authentic purpose to
what they're doing.

How quickly should it take to go from ideation to implementation?

Henry Ma (WeBank): Being a digital bank, we emphasize agility. VWe could be doing hundreds
or maybe even thousands of updates in a single month. In fact, unlike a typical banking institution,
where they want fo confrol the number of changes fo their environment as much as possible to
mitigate the change risk, we actually operate in a very agile way because the architecture that we
have adopted is fully distributed.

And, because we are only changing the features of the products on a very small percentage of our
cusfomers, even if things go wrong, if's not going fo create too big of an impact. We can usually
complete ideation to production within 10 days.

What advice would you give legacy organizations wanting to transform to innovative,
digital firms?

Jayesh Patel (Emirates NBD Liv): Don't innovate or pursue digifal transformation because you want
fo do it as a check mark. You really have to believe in the process and the destination, because
it's not easy. | also think organizations need to get good advisors and partners who can help with
the pitfalls.

Next, you need to get a good feam in place, not just on your
tech side and cerfainly not just bankers. Eighty percent of my
feam is non-bankers. They've come in and they've built some-
thing that they want.

For additional podcasts with interesting people...
Visit Banking Transformed with Jim Marous.
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Final Thoughts
Moving Beyond Crisis Mode

Most financial institutions moved with unprecedented speed,
teamwork, focus and empowerment to build solutions in
response to COVID-19. The question becomes, how do
institutions maintain this level of agility, commitment and
innovative thinking moving forward? How do they use the
crisis as a springboard for the broader objective of digital
transformation that is requisite for long-term survival?

Since the pandemic disrupted the world as we knew it, financial insfitutions had to rethink the way
work was conducted, how products and services were built and delivered, how consumers were
communicated to, and the vision for the future. The indusiry had fo react to unexpected opportuni-
fies and challenges in an instant, somefimes opting for less than perfect outcomes.

Over the past several months, product and service gaps rose to the surface. Outdated processes
and procedures hampered the ability to deliver what consumers desired. The pandemic highlight-
ed where financial institutions were falling short of expectations. While some (few) organizations
were well prepared, others were forced to change course in a more piecemeal manner.

As we look to 2021, incremental changes fo last year's strategic plan will be insufficient. Organi-
zations will need to make assumptions around the stafe of the banking ecosystem, identifying gaps
that require immediafe attention, and re-sefting priorities and investments appropriately. Digital
banking transformation is no longer optional ... it is a matter of survival.
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Importance of Strong Leadership

It is during times like these that strong leadership is required. It is one thing to lead during a crisis.
It is entirely different o maintain speed and agility as part of an ongoing strategic mission. How
do organizations keep the momentum going? How does a bank or credit union reflect on the gaps
that were amplified when the world came fo a screeching halt?

But don't simply limit the view to what took place during the past few months. Put all that was learned
in the context of what your organization was already working towards before the pandemic, and
where you believe the industry will be five years from now.

For insfance, it is one thing to be able to allow consumers to open a new account or apply for a loan
digitally. It is entirely another to make the process as fast and simple as the strongest competitors in
the markefplace. leaders must set the vision for the future, while clearing out the obstacles that pre-
vented digital transformation in the past. VWhat stands in the way of changing the legacy processes,
upgrading outdated infrastructure or upskilling current employees to move beyond status quo?

According to BCG, “I's important fo appeal to people’s deepest motivations in a positive way — to
establish the aspiration for new possibilities that the organization can achieve, rooted in a broader
purpose — and to galvanize people around that aspiration.”

Moving Beyond Comfort Zones

leaders at all levels of a financial institution must move out of their collective comfort zones to em-
brace the change that is needed in the future. leaders must articulate the new vision at the begin-
ning of the strafegic planning process, motivating and delegating fo others within the organization,
eliminating fear and confusion around the massive changes fo business as usual.

The good news is that, while change can be painful, leading change is easiest when change is
already occurring. With everyday life at home and work completely disrupted and in a sfafe of
consfant flux, collaboration and productivity have increased as people instinctively pulled together.
COVID-19 also provides the opportunity to take advantage of the massive shift in digitization to
advance digital banking transformation significantly more than would have been possible without
the pandemic.

What leaders must be cautious of is the potential aftermath of the crisis mode — when the adrena-
line and energy of making massive changes wears off. Without continuous engagement and com-
munication of purpose, fatigue and siress can take over. leaders must shifft the mindset to the future
state of the business to re-energize the organization. As stated in an article from YSC Consulting,
“leaders need fo have the confidence fo lay
out a hypothesis [for the future] with the hu-
mility fo expect that some of the predictions
will be wrong.”

Don’t Wait for a ‘New Normal’

More than af any time in the past, there is
a need fo act decisively in developing a
fransformation agenda. This year's strategic
planning process allows leadership teams
fo arficulate a vision and specific plan for
the future that is far different than a modest
adjustment fo last year's plan. Organizations
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must redefine what it means to be a ‘digital bank” and what is required to be ‘custfomercentric’.
leaders must share the vision they have for employees, customers, their strategic partners and in-
vestors despite not knowing for sure what the future may bring.

The pandemic made it clear that there is no such thing as a ‘new normal” in the context that there
is no specific end-point fo the environmental changes occurring. Instead, strafegic planning should
be done understanding that the world and strategic plan is iterative, with adjustments made ac-
cordingly.

The challenge in the 2021 strategic planning process is that there is no guidebook for success,
since so much is still unknown. In addition, last year's successes, organizational structure, invest-
ment priorities and marketplace assumptions represent the realities of the past. In other words, most
organizations need fo start from scratch based on what has happened over the past 69 months.

Most importantly, being a fast follower is no longer a valid strategy, since each institution is vastly
different and because change is happening fast
er than ever. There is no reason fo throw out all
that was learned in the past, but it is not wise to
hold on to past assumptions that may no longer

be valid.
Redefining Organizational Culture

The pandemic served as a wake-up call to organ-
izations steeped in legacy culture. It is more clear
than ever that the banking business models of the
past are both outdated and dangerous to hang
on fo. Every demographic group has changed the
way they do banking and what they expect from
their financial institution. From digital caopabilities
without the need for a branch, to hyperpersonal-
ization that uses data to recommend appropriate
solutions, the business of banking has been al-
tered forever.

Many organizations have seen positive behavio-
ral and cultural changes emerge in response fo the crisis. The pandemic also revealed some
less favorable changes. As leaders are building their strategic plan for the future, they must also
redefine the culture that they want going forward, reassessing individuals and teams against these
fransformed expectations.

In other words, this time of disruption is an excellent time fo reset the mission, purpose and value
proposition of an organization. From the markets that will be served, to the way the insfitution will
engage with employees, consumers and businesses, this is the time to determine what an organi-
zation will be known for going forward. But this vision will not be stafic. Instead, it should evolve
and be responsive to the marketplace.

Don’t Forget Your Employees

As mentioned, the pandemic disrupted the way people in the organization worked as well as the
responsibilities that many employees had prior to COVID. This was disruptive to both individuals
and teams. To be successful in the future, banks and credit unions must not ignore the opportunity
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(and risks) for new ways of working, new skills required and new motivational models emerging.

Organizations that only focus on the external consumer without paying attention fo the needs
of the workforce will fail in transformation efforts and the ability to leverage the most important
component of success. Companies will need to focus on training and upskilling to provide future
opportunities while eliminating fear of being displaced. Creating peoplefocused initiatives that
support the physical and mental well-being of the workforce will not only help the organization and
its employees, but also be reflected in customer satisfaction.
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About the Research

The analysis in this report is based on an August 2020 Digital
Banking Report survey of global banks and credit unions.

The survey used the subscriber lists of The Financial Brand
and Digital Banking Report, which includes organizations of
all sizes worldwide. We also included organizations that are
members of Efma and clients of Infosys Finacle.

No responses from nonfinancial organizations were included in the results, and only completed
surveys were included. The responders were selfselected affer receiving a nominal incentive of
raw survey resulfs.

Among overall survey respondents, 30% are from large national or regional banks, 18% are from
credit unions, 16% are from regional banks and 18% are from community banks. This distribution
is a bit different than previous research, with a lower penetration of regional bank responders.
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Chart 34:
Respondents by Type of Financial Institution

large global or nafional bank
Credit union

Other financial services organization
Community bank

Regional bank

Source: Efma Infosys Finacle ‘Innovation in Refail Banking Report 2020

In 2020, 14% of respondents are from Fls with more than US$ 100 billion in assefs (16%), with
slightly less than onefifth having US$11 billion — US$100 billion in assets (19%), and 42%
representing firms with US$1 billion — US$10 billion in assets. The distribution by size of organi-
zation is comparable to the majority of the previous research done by the Digital Banking Report.

Chart 35:
Respondents by Asset Size (in US $)

B More than $100 billion
B $11 billion to $100 billion
B $1 billionto $11 billion
B less than $1 billion

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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When we looked af the role/department of the respondents, we found 19% were in marketing,
14% owned the digital /online/mobile channels, with another 12% in charge of the refail banking
area. There were 18% in charge of technology and innovation, with the remaining respondents

being from multiple areas of the organization.

Chart 36: Role of Respondent

Which of the following best describes your role at your financial institution?

. 1. Marketing
. Digital/Online /Mobile

3. Retail Banking
. Innovation

. Operations

. Technology

7. Product Management

8. CEO/President/Cross-functional leader

Source: Efma Infosys Finacle ‘Innovation
in Retail Banking Report 2020’

. Other (please specify)

When we looked af the position/title of the respondents, we found 21% of the respondents were
CHlevel executives, 8% were EVPs, with 28% being SVPs/vice president/AVP level. In addition,
10% were directors, with 24% being at the manager level. These were very similar to previous

studies.

Chart 37: Position/Title of Respondent
What is your position/title?

. C-Level Executive (CEO, CMO, COO, CFO)
. Executive Vice President (EVP)

. Senior Vice President

0,
24% . Vice President/Assistant Vice President
5. Director
10% 6. Manager

. Other (please specify)

Source: Efma Infosys Finacle ‘Innovation
in Refail Banking Report 2020’
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Finally, the respondents who participated in our research were globally headquartered. While
there was an over sampling from North America (49%), 19% were from Europe, and 11% were
from Asia.

Chart 38: Location of Respondent’s Organization

3% 2%

. North America
. Western Europe
. Asia

. Africa

. Eastern Europe
6. Central/South America or Caribbean
7. Australia, NZ or Oceania

. Other (please specify)

. Middle East

Source: Efma Infosys Finacle ‘Innovation in Retail Banking Report 2020’
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About Us

“BAEfma

A global non-profit organization established in 1971 by banks and insurance companies, Ffma
facilitates networking between decision-makers. It provides quality insights to help banks and
insurance companies make the right decisions to foster innovation and drive their transformation.
120 financial groups in 133 countries are Efma members. Headquartered in Paris. Offices in
london, Brussels, Andorra, Milan, Stockholm, Bratislava, Warsaw, Moscow, Istanbul, Beirut,
Dubai, Tokyo, Singapore, Sydney and Montreal. learn more: http://www.efma.com

INfOSYS | MFinacle

Finacle is the industry-leading digital banking solution suite from EdgeVerve Systems, a wholly owned
product subsidiary of Infosys. Finacle helps traditional and emerging financial institutions drive truly dig-
ital fransformation fo achieve frictionless customer experiences, larger ecosystem play, insights—driven
interactions and ubiquitous automation. Today, banks in over 100 countries rely on Finacle fo service
more than a billion consumers and 1.3 billion accounts.

Finacle solutions address the core banking, omnichannel banking, payments, treasury, origination, liquid-
ity management, Islamic banking, wealth management, analytics, artificial intelligence, and blockchain
requirements of financial institutions to drive business excellence. An assessment of the top 1250 banks in
the world reveals that institutions powered by the Finacle Core Banking Solution, on average, enjoy 7.2%
points lower costsfoincome ratio than others.

To know more, visit http://www.finacle.com
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About the Author

Named as one of the most influential people in

banking and a ‘Top 5 Fintech Influencer to Follow’, DIGITAI_
Jim Marous is an internationally recognized financial BANKING
industry strategist, co-publisher of The Financial Brand

and the owner and publisher of the Digital Banking REPORT
Report. The Digital Banking Report is a subscription-

based publication that provides deep insights into the

digitization of banking, with over 200 reports in the
digital archive available to subscribers.

THE FINANCIAL BRAND

As a sought-after keynote speaker, author and recognized authority on
disruption in the financial services industry, Marous has been featured
by CNBC and CNN, Cheddar, The Wall Street Journal, New York Times,
The Financial Times, The Economist, The American Banker, Accenture
and the Irish Tech News and has spoken to audiences worldwide. Jim
has also advised the White House on banking policy and is a regular
contributor and guest host for the Breaking Banks podcast.

You can follow Jim Marous on Twitter and LinkedIn or visit his professional
website.

The Banking Transformed Podcast provides listeners
an opportunity to hear about the organizational impact
of digital transformation. Discussing subjects ranging
from advanced technology and product development to
customer experience and the future of work, each epi-
sode provides a unique perspective from some of the
best minds in business worldwide.

with Jim Marous ==

With new shows each Tuesday, Jim Marous interviews his guests with
the objective of digging deeper into the opportunities and challenges fac-
ing banking (and all industries) today. Download shows on The Financial
Brand podcast page or on your favorite podcast platform.
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For more information, please contact

Efma: info@efma.com
Infosys Finacle: finacle@edgeverve.com
Digital Banking Report: jmarous@digitalbankingreport.com
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